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ABSTRACT 
Foreign trade is of strategic Importance for economic development of 
developing countries and India Is not an exception. It is imports through which a 
country is enabled to obtain machinery, plant and equipments, raw materials, and 
technical know-how, which are indispensable for accelerating economic 
development and exports provide the best and the ultimate means of financing 
them. Besides, exports contribute to the greater efficiency in resource use, better 
technology and better quality. It is, therefore, essential that efforts should be 
made to export more and export better, be that traditional or modern items or the 
items produced in the large sector or the small scale enterprises. 
Small scale industries sector constitutes one of the biggest and the most 
Important segments of Indian economy. It has witnessed significant growth over 
the years in terms of broad characteristics such as the number of units, value of 
production, employment and value of exports. 
During the period 1978-79 to 1993-94, the number of units in the small scale 
sector increased from 7.34 lakhs to 23.84 lakhs or by an approximately 225 per 
cent, the average annual growth rate being 8.18 per cent. The compound annual 
rate of growth In number of units of small scale sector during this period came to 
be 8.7 per cent. 
Production In small scale Industries escalated from Rs. 7200 crores In 1973-
74 to Rs. 293,990 crores In 1994-95, registering an increase of 3983.19 per cent. 
The average annual growth rate was 20.21 per cent. The compound annual rate of 
growth also came to be 20.20 per cent. 
Employment In small scale Industries which was 39.7 lalchs (in nos.) in 1973-
74, increased to 146.56 lakhs In 1994-95, registering an increase of 269.17 per 
cent. The average annual growth rate came to be 6.76 per cent while the 
compound annual rate of growth was 6.9 per cent. 
Export from this sector jumped from Rs. 393 crores In 1973-74 to Rs. 
29068.15 crores in 1994-95 or by 7296.48 per cent. The average annual growth 
rate came to be 23.80 per cent, while the compound annual rate of growth was 
lower at 21.4 per cent. 
Exports as a percentage to total output in this sector increased from 5.46 per 
cent in 1973-74 to 9.89 per cent in 1994-95. Furt:her, exports from this sector 
fared better than overall exports from the country during the period under review. 
India's exports of small scale Industry products increased from Rs. 70 crores in 
1970-71 to Rs. 29065 crores in 1994-95 registering an Impressive rate of growth of 
about 24 per cent. During the same period India's total exports increased from Rs. 
1535 crores to Rs. 82674.11 crores registering the rate of growth of only 18.56 per 
cent per annum. Consequently, the share of SSI in total exports increased from 
4.56 per cent in 1970-71 to a little more than 35 per cent in 1994-95. For the 
period as a whole, the contribution of SSI exports to the country's total export 
earnings stood at around 23 per cent per annum. Decade to decade growth rate of 
small scale sector shows that export almost stagnated during 1970s and 1980s and 
picked up significantly in the first half of 1990s. Exports Increased at an average 
rate of growth of 21.92 per cent per annum during 1970s, at 21.26 per cent per 
annum during 1980s and at 31.12 per cent during the first half of 1990s. During 
the same period India's overall exports increased at an average annual rate of 
growth 17.67 per cent, 16.32 per cent and 24.65 per cent respectively. 
In terms of composition of exports there were wide variation in the pattern 
of growth of individual commodities and as a result their share in total exports 
varied over time. Broadly, the trend was more in favour of non-traditional Items 
and they contributed major part of the total export earnings of the small scale 
sector. Among traditional items exports of spices and cashew kernel and cashew 
nutshell liquid experienced continuous growth while that of Lac registered a 
fluctuating trend. Within non-traditional categories exports of engineering goods, 
finished leather, readymade garments, rayon and synthetic products, plastic 
products and processed tobacco registered a continuous and rapid expansion. The 
remaining principal non-traditional exports witnessed fluctuating trends. Thus, 
viewed in the context of India's overall exports, exports from the small scale sector 
during the period under review may be regarded as encouraging. But in the wake 
of our requirements for foreign exchange and the opport:unities that the world 
market offers for such exports, expansion in exports from the small scale sector 
cannot be considered as satisfactory. Exports from this sector have yet to register 
a smooth and steady trend. 
Several factors seem to have adversely affected the export from this sector. 
Broadly they can be classified as - (I) external and (ii) Internal. Among external 
factors tariff barriers, quantitative and other import policy restrictions particularly in 
the developed market of the world are significant. Internal factors Include mainly 
the problems of production and export marketing. 
A major problem of exports of the small scale industries is the limited 
availability of quality raw materials. As a result this sector is not in a position to 
produce quality products at competitive prices. They are also not in a position to 
plan their production programme on a firm basis. The allocation of scarce raw 
materials to this sector has always fellen short of Its requirements resulting in the 
large under-utilisation of capacity in several small scale enterprises. Such 
enterprises cannot afford to buy raw materials at prohibitive prices from the open 
market in order to work to their full capacity. However, the efforts made so far 
have met with limited success and it was in view of that chronic nature of the 
problem that the Lokanathan Committee on Scarce Raw Materials appointed in 
1966, had recommended, that the requirements of the small scale sector should be 
assessed by the State Director of Industries in collaboration with the SSIDO, so as 
to ensure a more equitable allocation of scarce raw materials between the large 
scale and small scale sectors of the industry. 
Inadequate finance and credit is another problem that inhibits the growth of 
India's exports from the small scale sector. The Industrial Development Bank of 
India and State Sank of India and its subsidiaries, besides other commercial banks, 
provide finance for export on different terms and conditions. The pre and post-
shipment credit is made available to the small exporting units on the same terms 
and conditions as to the large ones, whereas, the operational limitations of the 
former compared to the latter establish a case for concessional terms and 
conditions of these loans. In Japan, logins were given in early stages to the smaller 
enterprises free of interest for export production. In South Korea, export related 
bills are subject to rediscount upto 90 per cent of the loan amount at the extra-
» 
ordinary low rate of 3.5 per cent per annum. It is, therefore, essential that In India 
comparative differential in interest on bank loans In favour of small scale units 
should also be reflected In that for export finance given to them. 
TTie lack of manufachjring of export worthy products in respect of product 
designing, product quality, packaging etc. is another problem impeding the 
promotion of exports from small scale industries. SSIDO and its Industrial Design 
Ceil provides assistance to the small scale units manufacturing electrical appliances, 
utensils, furniture and other utility articles. The experts working in this cell assist 
the small exports right from the stage of preparation of blueprint to that of 
manufacturing the final products. Though development of new and better designs 
is an important factor for increasing sales in the sophisticated worid markets, 
governmental services in this respect are yet inadequate. 
Another factor that Inhibits the growth of exports Is the lack of export 
Training and Consultancy Services. The Indian Institute of Foreign Trade (IIFT) 
organises training courses in export marketing on regular and adhoc basis for 
benefit of all the exporters. It sometimes organises such courses for small scale 
industry exporters alone. The SSIDO conducts export training courses for small 
scale industrialists exclusively and renders to them consultancy services in the field 
of export business. However, the development of export training and consultancy 
services Is an important factor for increasing sales in the overseas markets. 
Government efforts In this regard are yet Inadequate. 
Exports also suffer adversely due to inadequate managerjai and technical 
assistance. As a result of the constant and vigorous efforts of the SSIDO through 
its Institutes In different states, a number of entrepreneurs have set up several 
small enterprises all over the country. These entrepreneurs, however, need 
guidance and training in management. 
Lack of proper and adequate marketing facilities Is another factor that hinder 
the exports of this sector. This handicaps of the small industries in relation to 
exports can be overcome, to a large extent, by promoting the concept of collective 
functioning among them. Combining the function of various units as one group can 
result In lower cost of marketing operations, easy procurement of finance and 
credit, timely execution of bulk export orders etc. 
For many small scale units, InabllitY to take advantage of the latest 
technology and skilled personnel add to their incompetltiveness thereby hindering 
any progress in entering export markets. Large manufacturers or trading houses 
rarely pass on any benefits to small scale units to enhance their competitiveness. 
Last but not least, the lack of coordination between large and small units is 
also one of the major problems that hinder the rapid exports of small indusbies. 
TTie need for stepping up exports is obvious. Both sectors, large as well as small, 
have to contribute each In their own ways to large exports from the country. Tlie 
development of new relationship between the large and small industries is 
essential. Perhaps this aspect needs more focus in order to understand the present 
status and future role. 
However, the worid market offers great prospects for Indian exports of small 
scale Industries. We have the natural resources, technical and managerial 
manpower, a well developed machinery sector and, above all, abundant labour at 
reasonable cost. The small scale sector in India now produces a wide range of 
products varying from simple consumer goods to sophisticated products and there 
are many areas in which India has comparative cost advantage and can make a 
mark in the International market. These include leather goods, readymade 
garments, plastic products, gems and jewellery, handicrafts and the like. 
But the success will depend on (1) removal of production bottlenecks, (2) 
product development and Improvement in quality, (3) modernisation of SSI units. 
(4) quality control in conformity with global markets, (5) marketing, (6) promotion 
of sub-contracting, (7) formation of export consortia and promotion council, and 
(8) reorientation of marketing division of SIIX). All these should also be matched 
with an efficient marketing network. Tills is possible if the expansion of exports 
from this sector continues to be regarded as the key of economic independence. 
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c M «=» p X E: R — 1 
I N T R O D U C T I O N 
1.1 The Problem: 
Export sector in recent years has come to occupy an 
important role in the overall development strategy of the 
Indian economy. This is because the high level of export 
trade activity benefits the domestic economy in several 
ways. Primarily it provides the much needed foreign 
exchange for acquiring a multitude of capital goods, 
machinery, raw materials and other resources needed for the 
industrialisation and economic development of the economy. 
An expanding export sector is also considered essential for 
promoting self-reliant growth by making the country's 
development efforts less dependent on the uncertainties of 
foreign aid, loans and grants as well as to meet the growing 
debt-servicing charges. 
This emphasis on exports is in mark contrast to the 
attitude of our planners towards export in the past. As it 
IS well known when the First Five Year Plan was launched m 
the year 1951, India had a comfortable foreign exchange 
reserves due to the Korean War boom. Further since this 
plan gave a high priority to agriculture, the need for the 
country's export expansion was not realised. During the 
Second Five Year Plan, priority shifted to the development 
of basic and heavy industries. For exports, it was believed 
that no significant increase in export earnings was possible 
as Indian exports mainly consisted of primary products and 
raw materials which were faced with unfavourable demand 
conditions m the world market. Exports of non-traditional 
goods were expected to increase only when India achieved 
industrialisation. Thus, the export sector was not given 
any prominent role in the planned economic development of 
the country during the first two Five Years Plans. 
But this neglect of the export sector caused 
considerable harm to the country and by 1956-57, a foreign 
exchange crisis overtook the country. Consequently, the 
Third Five Year Plan showed a distinct change in the 
attitude of the planners towards exports who went on 
acknowledging the fact that "one of the mam drawbacks in 
the past has been that the programme for exports has not 
been regarded as an integral part of the country's 
development effort under the Five Year Plans". Since then 
export sector has come to be regarded as an important sector 
of the economy. 
The shift in the role assigned to the export sector has 
been followed by changes in export policies with a view to 
promote export growth. Several policy initiatives have 
been undertaken especially since 1970 for a continuous 
development and expansion of exports. In fact, the 
importance of the export sector in the planned development 
of the country like India can not be minimised. This sector 
influences other sectors both directly and indirectly. It 
IS the most important source of meeting the challenges of 
mounting import bill, accumulated debt service payments and 
the bleak prospect for concessional aid. In short, an 
expanding export sector is essential both for promoting 
self-reliant growth and efficient utilisation of resources. 
It has been rightly observed by the Committee on trade 
policies that "in India, the significance of foreign trade 
IS qualitative rather than quantitative and its role is a 
kin to that of a bicycle chain which is needed to make the 
2 
wheels go round and keep economy on the move" . Trade has 
provided the much needed capital equipment and technical 
know-how m the form of imports to develop the industrial 
base of the economy and basic infrastructure. Quite often 
we have imported food grains also to meet domestic shortages 
caused by floods and failure of monsoons. In the absence of 
these imports, India's growth prospects would have suffered 
considerably. Similarly, exports have not only provided 
means of financing imports but also helped in the overall 
expansion of the economy by making available the benefits of 
economies of scale and international specialisation. 
It is, therefore, essential that India must devise ways 
and means to promote export from every sector to earn the 
much needed foreign exchange. Small scale sector with its 
present level of exports constitute a promising sector of 
export earnings. This sector has witnessed significant 
growth over the years in terms of broad characteristics such 
as the number of units, value of production, employment and 
value of exports. Direct exports from this sector account 
for nearly one third of the country's total exports. 
Indirect exports contribute around 15 per cent to exports. 
This takes place through merchant exports, trading houses 
and export houses. 
It also holds out great potential for further expansion 
in the years to come. The small scale sector produces a 
wide range of products varying from simple consumer goods to 
sophisticated products. Availability of cheap labour and a 
low labour cost in the country make it possible for this 
sector to export both traditional and non-traditional labour 
intensive product with an advantage. Further, the primary 
objective of the small scale industry policy in the present 
days is to impart more vitality and growth incentive to the 
sector in order to enable it to contribute its might fully 
to the economy, particularly in the growth of output, 
employment and exports. However, the exports from this 
sector over the years have not registered a steady trend. 
It IS because these have been faced with several hurdles and 
unless they are removed full export potential cannot be 
realised. It is, therefore, essential that a study of these 
problems is undertaken in some detail so that an appropriate 
export strategy can be formulated for the small scale 
industry export sector. 
1.2 Objectives of the Study: 
Our objective in this study is primarily to analyse the 
export performance of the small scale industries during the 
period 1970-71 to 1990-91 with a view to identify the 
factors influencing the export performance of these goods. 
Within the framework of this broad objective, the specific 
objectives set out for the study are as follows: 
i) To analyse the export performance of small scale 
industries during the period 1970-71 to 1990-91; 
II) To identify the main problems confronting the SSI 
exports; and 
III) To suggest measures which should be taken to 
realise the full potential of exports of small 
scale industry sector in the long run. 
This study has added significance due to the initiation 
of the process of economic reforms m India since 1991 
focussing primarily on liberalisation of the external trade 
regime. The small scale industry sector in India has been 
working within the overall framework of protection. But 
with the initiation of the process of economic 
liberalisation, this sector is now more exposed to 
competition. It is important, therefore, that we look into 
the difficulties and adopt appropriate measures to overcome 
them. 
1.3 Data base and Methodology; 
The study is based mainly on secondary sources of data, 
which include publications of various authors as well as the 
publications of the Government. In addition a few 
publications of the IMF has also been used. Other sources 
of data include publications of Economic Intelligence 
service, Bombay various newspapers and other sundry 
publications. Due acknowledgement has been given to them at 
appropriate places. 
The study has as its period of reference the years from 
1970-71 to 1990-91. But due to the paucity of comparable 
data often it has not been possible for us to stick to this 
time period. Similarly, depending upon the availability of 
data, the analysis has also been extended to the years 
beyond 1990-91. 
The methodology used is simple, analytical and involves 
calculation of percentages, arithematical averages and the 
compound growth rate. 
Compound growth rates in the case of small scale 
industries have been calculated for number of units, 
production, employment and emports during the period under 
study. These rates have also been estimated for world 
exports and exports from India. 
The growth rates have been worked out by taking time as 
an independent variable and number of units, production, 
employment, exports from India and world exports as 
dependent variables. 
The equation used for obtaining compound growth rate is 
as under: 
Y = a (1 + i)* (1) 
Where Y stand for Production, Employment, Exports and Number 
of units. 
i is the compound growth rate, 
t is time 
Let (1 + i) = p 
Y = ap* (2) 
e q u a t i o n <2) can be w r i t t e n i n L o g a r t h e m i c form as f o l l o w s : 
Log Y = Log a + t Log p 
« • _ * 
Y = a + tp 
B can be calculated as follows: 
P = £y t 
£ t ,2 
y = Y - Y 
t' = t - T 
Now p = (1 + i) 
p* = Log (1 + i) 
(1 + i) = Anti Log (p*) 
i = Anti Log p - 1 
Percentage compound growth rate = (Anti Log p* - 1) x 100 
1.4 Plan of the Study: 
The plan of the study is as follows: 
Chapter 2 discusses the significance of exports in the 
Indian economy in the context of theoretical and historical 
relationship between exports and economic development. 
Development of small scale industries during the planning 
era is examined m Chapter 3. It also gives an account of 
the policy of Governments towards this sector during the 
period under review. Exports of small scale industries 
goods from India during the period 1970-71 to 1990-91 are 
analysed in Chapter 4. Chapter 5 analyses the problems and 
prospects of exports of these goods. Finally, Chapter 6 
presents the main conclusions of our study. 
REFERENCES 
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Chapter 2 
c M p» p x E; F=i — 2 
EXPORTS AND ECONOMIC DEVELOPMENT 
INDIAN EXPERIENCE 
2.1 In t roduc 11on: 
The aim o f t h i s chap te r i s t o examine the impor tance o f 
e x p o r t s i n t h e I n d i a n economy. As b a c k g r o u n d t o t h i s main 
theme, t h e t h e o r e t i c a l and h i s t o r i c a l r e l a t i o n s h i p between 
e x p o r t s and economic deve lopment i s b r i e f l y rev iewed i n 
S e c t i o n 2 . 2 . S e c t i o n 2 .3 examines t h e r o l e o f e x p o r t s i n 
the I n d i a n economy. The f i n a l s e c t i o n summar izes the main 
c o n c l u s i o n s o f t h i s c h a p t e r . 
2 . 2 E K p o r t s and E c o n o m i c D e v e l o p m e n t i 
The r e l a t i o n s h i p between e x p o r t s and economic 
deve lopment has genera ted c o n s i d e r a b l e debate among 
economis t s and p o l i c y makers . The c l a s s i c a l and n e o -
c l a s s i c a l e c o n o m i s t s f i r m l y b e l i e v e d t h a t f o r e i g n t r a d e can 
a c c e l e r a t e t h e p r o c e s s o f d e v e l o p m e n t . Fo r them, t r a d e was 
not o n l y a mechanism t o a c h i e v e p r o d u c t i v e e f f i c i e n c y 
t h r o u g h i n t e r n a t i o n a l d i v i s i o n o f l a b o u r , bu t a l s o an 
"eng ine o f g r o w t h " . 
Adam S m i t h w h i l e r e a c t i n g a g a i n s t t h e r e s t r i c t i v e t r a d e 
p o l i c i e s and g o l d - f e t i s h a s p e c t o f t h e m e r c a n t i l i s t s , 
stressed that, if trade is free in the long run the 
countries will specialise in the export of those commodities 
in whose production they enjoy absolute advantage. This 
will lead to the extension of the market, the greater 
division of labour, technological progress and higher 
productivity of factor inputs. In the words of Adam Smith -
"By means of it (foreign trade), the narrowness of home 
market does not hinder the division of labour on any 
particular branch of art or manufacture from being carried 
to the highest perfection. By opening a more extensive 
market for whatever part of the produce of their labour may 
exceed the home consumption, it encourages them to improve 
its productive powers and to augment its annual produce to 
the utmost and thereby increase the real revenue and wealth 
2 
of society" . 
3 
David Recardo , went even further and argued that even 
if a country did not have absolute advantage in any line of 
production over the others, international trade would be 
beneficial to all the participating countries. Recardian 
model which is termed comparative advantage model suggests 
that a country should specialise in the production and 
export of those goods in which either its comparative 
advantage is greater or its comparative disadvantage is less 
and it should import those goods, in the production of which 
its comparative advantage is less or comparative 
disadvantage is greater. Thereby, a country would be able 
10 
to maximise its production and consumption. 
Trade increases the inducement to invest and widens the 
market. It promotes capital formation and brings sectoral 
and external economies in the industrial activities of a 
country. It helps a country to produce those goods which 
are competitive and exchange them for foreign goods with 
high growth potential. Trade also "strengthens' the 
relations, both economic and political, with the other 
trading countries. It intensifies the hidden talents of 
enterpreneurs and thus augments the 'comparative advantages' 
in a country . 
The historical evidence of a few advanced countries too 
clearly demonstrates as to how exports could play a crucial 
role in quickening the pace of economic development. The 
classic example in this respect is that of Great Britain 
where expanding exports of wool and textiles played a 
leading role m providing stimulus to the growth of economy 
in the 19th century. Over the years 1870-1913 Britain 
exported roughly a fifth of its national income and a third 
of its industrial output. Since the First World War, 
however, the proportion of gross product exported declined 
from around 18.B per cent in 1909-13 to 8.4 per cent m 
1944-48. Subsequently, it picked up to a level of 16 per 
cent during 1949-53 but dropped again to 13.8 per cent 
during 1957-63. These movements in exports were found to 
have a parallel effect on the growth of Britain's industrial 
11 
output and its national product. Another example can be 
found in the case of Japan where the contribution of exports 
in fostering economic development has been very considerable 
in its early stages of development. Japan exported as high 
as 22 per cent of her gross domestic product during 1914-17 
which was the crucial stage of Japan's development . 
Similarly, other cases of export-led growth could be found 
m the U.S.A. during the period 1815-60, when the American 
economy expanded tremendously. The exigencies of War (1912) 
relaxed the marcanti1istic regulation applied on European 
powers. War created demand for shipping and re-export and a 
very favourable terms of trade. Export also played a 
significant role in the economic development of Canada 
during the period 1886-1913 . 
In most of these countries export provided a 
conspicuous momentum to the economy and helped it on its way 
to industrialisation. Trade enabled them to bring into use 
their great unexploited natural resources and freed them 
from the limitations of their own domestic markets. 
Further, it also provided the basis of an inflow of an 
increasing amount of foreign capital. The idle resources 
were drawn into economic activity for export production; 
increasing labour force or capital stock were gainfully 
allocated and thus, the benefits from specialisation and 
economies of scales were fully derived. These benefits were 
mainly derived by the primary producing countries . 
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Today, however, many economists do not agree with the 
view that trade can be an engine of growth for the present 
day less developed countries. They consider foreign trade 
not as an "engine of growth" but as a mechanism of global 
income disparities between the rich and the poor countries. 
Their main complaints against trade are based on the 
following grounds: 
First, they argue that foreign trade was and still is 
an "engine of economic growth" to the less developed 
countries of the 18th and 19th centuries who are developed 
countries today, but this engine seems to have lost steam 
for the less developed countries of the 20th century. 
According to Nurkse "the 19th century conditions were 
different : they happened to be such that the growth of the 
dominant economy. Great Britain did tend to transmit itself 
to the periphery through an even more than proportional 
expansion in demand for crude materials and food stuffs ... 
This mechanism for growth transmission is now in 
Q 
comparatively low gear" . And the reasons which he advances 
to establish his case are: the low elasticity of demand for 
food stuffs, agricultural protection in the industrial 
countries, the increased share of services in the consumer's 
budget, the shift towards less material-intensive products 
and the reduction of input requirement in individual 
industries . 
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Secondly, it is maintained that the international terms 
of trade favour the rich countries and discriminate against 
the interest of the poor nations. Raul Prebisch and Hans 
Singer have developed their thesis suggesting that the 
developing countries specialising in the production and 
export of primary products have suffered a long-run 
deterioration m their terms of trade. This implies that 
there has been an international transfer of income from the 
poor to the rich countries and that the gains from 
international trade have gone more to developed countries at 
the expense of the former. 
Thirdly, most of the developing countries believe that 
the pattern of comparative advantage and disadvantage that 
has emerged in the world today, is very frustrating to them. 
Thpy hftV3 been forc3d by the developed countries to 
specialise along a narrow line of production and export 
primary agricultural goods and raw materials through the 
means of foreign aid, and structure of tariff protection. 
These goods suffer from several handicaps such as 
diminishing returns in production, falling demand, low 
income and price elasticities, low modernisation and skills. 
On the other hand, the developed countries themselves have 
come to specialize in the production and exports of 
industrial goods which enjoy several advantages like 
increasing returns to scale conditions in production, 
growing demand, high income and price elasticities, high 
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content of modernisation, education and skill. 
Consequently, a structural deformity and an uncomfortable 
foreign trade dependence has been created for the 
developing countries. 
Thus, two divergent opinions have emerged on the role 
of trade in economic development of the present day 
developing countries and the truth lies somewhat in between. 
Certainly the rich nations have reaped the major portion of 
gains from international trade; but the poor nations would 
have been poorer in the absence of international trade. 
Trade has enabled them to earn foreign exchange and finance 
imports of capital goods, raw materials and know-how needed 
for development programmes. Besides in the words of A.K. 
Cairncross "Trade is no mere exchange of goods least of all 
when it takes place between economies at different stages of 
development. As often as not, it is trade that gives birth 
to the urge to develop, the knowledge and experience that 
make development possible, and the means to accomplish 
The very structure of these economies with imbalances 
between the patterns of domestic production and 
international demand makes them highly import hungry. 
Further, most of these countries have now embarked on 
programmes of rapid industrialisation in order to solve 
their twin problems of poverty and unemployment. 
15 
Industrialisation in turn, involves application of a 
multitude of capital goods and other resources that 
developing countries do not possess. These resources have 
to be acquired from the advanced countries of the world, and 
as such the inevitable need for foreign exchange. The 
quantum of foreign exchange required depends on the pattern 
of development. If the development plans emphasise 
development of heavy industries, the requirement of foreign 
exchange will be a larger magnitude than in the case where 
it starts with small industries or rooted more in the 
factor-endowment of the country concerned. Further, this 
foreign exchange requirement does not decrease with the 
advancement of industrialisation, but on the contrary, it 
goes up for sometime, as the higher stages require more and 
more sophisticated specialised machinery, and also there 
arise the need for maintenance imports and spares and parts 
of the existing plants and machinery . Foreign exchange 
could be acquired through foreign loans or grants, foreign 
investment m the country, withdrawls from the accumulated 
holdings of foreign exchange, current export earnings, or a 
combination of these. Of these, it needs hardly any 
argument to demonstrate that exports are economically better 
means of financing imports. If imports are financed by 
foreign loans, the loans aparts from being inadequate and 
guided by various motives, both political and economic, 
carry interest and the principal has to be rapid. 
Similarly, foreign participation in domestic economic 
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activity involves remittances of profits and eventually 
repatriation of capital. All this means foreign exchange 
which can only be acquired through increased export 
earnings. No doubt, payment for imports may also be made by 
contracting further loans, but that only means putting of 
the day of reckoning and building up more massive 
liabilities for the future. Likewise, withdrawls from 
reserves is not an unlimited process. Ultimately, it is, 
therefore, exports and more exports that constitute a key 
factor in economic development. Thus, in the context of the 
need to strive for economic development, development of 
export trade and expansion of export earnings assume a 
strategic importance. 
The relationship between exports and economic 
development, however, is one of interdependence rather than 
unilateral causation. Trade can stimulate growth, if 
exports are tending to increase faster than imports or be a 
brake on growth if imports are tending to increase faster 
than exports, except in case of higher proportion of capital 
goods imports. If exports are to be a key factor in 
promoting economic growth, there must be capital formation, 
technical change and reallocation of resources. The larger 
the gain from trade, given these processes, the faster and 
more certainly the growth will proceed. 
Haberler has well summarised the major advantages of 
trade as follows: 
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i ) i t provides m a t e r i a l means, v i z . , c a p i t a l / goods, 
machinery and raw semi - f in ished m a t e r i a l s , which are 
indispensable f o r economic development; 
i i ) i t i s an important source of t e c h n o l o g i c a l knowledge, 
managerial t a l e n t s and ent repreneursh ip ; 
i i i ) i t i s supposed to be a t r a n s m i t t e r of c a p i t a l ; and 
iv) i t br ings an atmosphere of hea l thy c o m p e t i t i o n by 
checking monopolies and r e s t r i c t i v e p r a c t i c e s . 
2 . 3 E x p o r t s i n t h e I n d i a n Economy; 
In I n d i a , which has a c o n t i n e n t a l s i z e economy, expor ts 
c o n s t i t u t e a very smal l p a r t of the G.N.P. Th is can be seen 
from the data presented in Table 2 . 1 . The p r o p o r t i o n of 
exports to G.N.P. averaged around 5.6>1 per cent d u r i n g the 
period 1970-71 to 1994 -95 . In the decades of the 50s and 
60s t h i s p ropor t ion was around 5.62 per cent and 3 . 9 5 per 
cent r e s p e c t i v e l y . 
But what i s perhaps more s i g n i f i c a n t i s the r i s i n g 
share of exports in G .N .P . over the per iod of t i m e . During 
1970s average annual value of exports amounted to Rs. 3770 .2 
crores whi le the corresponding value of G . N . P . was Rs. 
75171.8 c r o r e s . Expor ts as a percentage of G . N . P . came to 
IM 4 .76 per c e n t . T h e r e a f t e r in the decade of 1980s the 
leve l of exports averaged Rs. 13176.9 c rores per annum whi le 
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I n d i a ' s E x p o r t s as a P e r c e n t a g e o f G . N . P . t 
1 9 7 0 - 7 1 t o 1 9 9 4 - 9 5 
Years 
(1) 
India's Export 
(Rs. crores) 
B . N . P . 
(Rs. c r o r e s ) 
E x p o r t s as a Pe rcen tage 
o f G.N.P. (•/•) 
( 2 ) ( 3 ) ( 4 ) 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1535 
1608 
1971 
2523 
3329 
4042 
5142 
5408 
5726 
6418 
6711 
7806 
8803 
9771 
11744 
10895 
12452 
15674 
20232 
27681 
42879 
45966 
50703 
61682 
72944 
78506 
84661 
95834 
104034 
114509 
136358 
159800 
177498 
206645 
229963 
260491 
290169 
329997 
392373 
440150 
3.58 
3.50 
3.89 
4.10 
4.56 
5.15 
6.07 
5.64 
5.50 
5.60 
4.92 
4.88 
4.96 
4.73 
5.11 
4.18 
4.29 
4.75 
5.16 
6.29 
continued 
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(1) (2) (3) (4) 
1990-
1991-
1992-
1993-
1994-
-91 
-92 
-93 
-94 
-95 
32553 
44041 
53688 
69751 
82674 
470269 
542691 
618379 
708504 
839504 
6.92 
8.12 
8.68 
9.84 
9.85 
1970-80 3770.2 
1980-90 13176.9 
1990-95 56541.4 
1970-95 18087.12 
75171.8 
262344.4 
635869.4 
262180.36 
4.76 
4.93 
8.68 
5.61 
Sources; 
1. For data on Exports and G.N.P. for the period from 1970-71 
to 1989-90 : Centre for Monitoring Indian Economy Basic 
Statistics Relating to the Indian Economy. All India, Vol. 
1, August 1991, Tables 8.1-1 and 19.1. 
2. For data on Exports from 1990-91 to 1994-95: Centre for 
Monitoring Indian Economy, Foreign Trade Statistics of 
India, May 1996, p.l. 
3. For data on 6.N.P. from 1990-91 to 1994-95: Economic Survey 
1995-96. Government of India, Ministry of Finance,Table 1.1, 
p. S-3. 
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the G.N.P. averaged Rs. 262344.4 crores. The average annual 
exports as a percentage of G.N.P. (narginally increased to 
4.93 per cent. But the most significant rise in this share 
took place in the first half of the 1990s. Mhen the value 
of exports averaged around Rs. 56541.4 crores per annum 
while the corresponding value of G.N.P. was Rs. 635869.4 
crores. The share of exports in G.N.P. jumped to 8.69 per 
cent. 
Another feature of India's foreign trade that has often 
led to the misunderstanding about the role of foreign trade 
in the economy on the part of professional economists has 
been the excess of .imports over exports in most of the years 
under review. Table 2.2 presents data on trends in India's 
balance of trade during the oeriod 1970-71 to 1995-96. It 
can be seen from Table 2.2 that during the twenty six years 
period, India's exports increased from Rs. 1535 crores to 
Rs. 106465 crores or by about 6836 per cent. This gave an 
average rate of growth of about 19 per cent per annum. 
During the same period imports increased rather faster from 
Rs. 1634 crores to Rs. 121647 crores. Or by about 7345 per 
cent. The average annual rate of growth in imports came to 
be 19.70 per cent. As a result of these trends in exports 
and imports, India's trade deficit escalated from Rs. 99 
crores m 1970-71 to Rs. 15182 crores in 1995-96 or by a 
little more than 15235 per cent. Exports were able to 
finance 78.33 per cent of imports during this period. 
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Trends in I n d i a ' s Balance of Trade : 1970-71 to 1995-96 
(Rs. crores) 
Years Exports */. change over Imports '/, change over Balance Exports 
the preceding the preceding of as */. of 
years years Trade Imports 
(1) (2) (3) (4) (5) (6) (7) 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
^989-90 
1535 
IbOQ 
1971 
2523 
3329 
4036 
5142 
5408 
5726 
6418 
6711 
7806 
8803 
9771 
11744 
10895 
12452 
15674 
20232 
27658 
4.8 
22.6 
28.0 
31.9 
21.2 
27.4 
5.2 
5.9 
12.1 
4.6 
16.3 
12.8 
11.0 
20.2 
-7.2 
14.3 
25.9 
29.1 
36.7 
1634 
1S25 
1867 
2955 
4519 
5265 
5074 
6020 
6811 
9143 
12549 
13608 
14293 
15831 
17134 
19658 
20095 
22244 
28235 
35328 
\1.70 
2.30 
58.27 
52.92 
16.50 
-3.62 
18.64 
13.13 
34.23 
37.25 
8.43 
5.03 
10.76 
8.23 
14.73 
2.22 
10.68 
26.93 
25.1 
-99 
-217 
104 
-432 
-1190 
-1229 
68 
-612 
-1085 
-2725 
-5838 
-5802 
-5490 
-6060 
-5390 
-8763 
-7644 
-6570 
-8003 
-7670 
93.94 
Qe.ii 
106.00 
85.38 
73.67 
76.66 
101.34 
89.83 
84.07 
70.20 
53.48 
57.36 
61.59 
• 61.72 
68.54 
55.42 
61.96 
70.46 
71.66 
78.3 
continued 
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(1) 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
(2) 
32553 
44041 
53688 
69751 
82674 
106465 
(3) 
17.7 
35.3 
21.9 
29.9 
18.53 
28.78 
(4) 
43198 
47851 
63375 
73101 
89971 
121647 
(5) 
22.3 
10.8 
32.4 
15.3 
23.08 
35.21 
(6) 
-10645 
-3810 
-9687 
-3350 
-7297 
-15182 
(7) 
75.4 
92.04 
84.71 
95.42 
91.9 
87.52 
Annual Average 
1970-80 3769.6 
1980-90 13174.6 
1990-96 64862.0 
1970-96 21485.15 
17.68 
16.37 
25.35 
18.99 
4511.3 
19897.5 
73190.5 
26278.1 
22.67 
14.94 
23.18 
19.70 
-741.7 
-6723.0 
-8328.5 
-4793.0 
86.92 
64.05 
87.83 
78.33 
Note; 1. Annual average refers to the simple anthmatic 
average. 
Sources; 
1. Calculated on the basis of data given in Economic Survey. 
1991-92, op. cit. and Economic Survey May 1995-96, Government of 
India, Ministry of Finance, Economic Division. 
2. From 1994-95 to 1995-96 data have been taken from Centre for Moni-
toring Indian Economy. Economic Intelligence Service, Foreign 
Trade Statistics of India, May 1996, p.l. 
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Table 2.2 also shows that decadewise India's exports 
recorded unprecedented growth during the 1970s but 
deccelerated somewhat in the 1980s and picked up once again 
during the period 1990-91 to 1995-96. During the decade 
1970s average annual exports amounted to Rs. 3769.6 crores 
while the corresponding value of imports was Rs. 4511.3 
crores. The average annual rate of growth in exports at 
17.68 per cent was less than the corresponding rate of 
growth in imports at 22.67 per cent. The deficit in balance 
of trade amounted to Rs. 741.7 crores per annum on an 
average. Exports were able to meet 86.92 per cent of 
imports per annum on an average. Thereafter in the decade 
1980s the level of exports averaged Rs. 13174.6 crores per 
annum while imports for exceeded exports and averaged Rs. 
19897.5 crores. The average annual rate of growth in 
dwports at 16.37 per cent slightly exceeded the 
corresponding rate of growth in imports at 14.94 per cent. 
The deficit in balance of trade valued at Rs. 6723.0 crores 
per annum. Exports were able to meet only 64.05 per cent of 
imports. During the period 1990 to 1996 the level of 
exports averaged at Rs. 64862.0 crores per annum while 
imports for exceeded exports and averaged Rs. 73190.5 
crores. The average annual rate of grwoth m exports at 
25.35 per cent slightly exceeded the corresponding rate of 
growth in imports at 23.18 per cent. The deficit m balance 
of trade valued at Rs. 8328.5 crores per annum. Exports 
were able to meet 87.83 per cent of imports. 
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The trade d e f i c i t , however, did not come about in a 
cont inuous manner. I t amounted to Rs. 99 c r o r e s m 1970-71 
and Rs. 217 crores in 1 9 7 1 - 7 2 . There was a f a v o u r a b l e 
balance of trade of Rs. 104 c ro res in 1972-73 f o r the f i r s t 
t ime a f t e r independence. P o l i c i e s of import r e s t r i c t i o n and 
reduct ion m foodgra in imports coupled w i t h v a r i o u s 
innova t ive and promotional schemes of export promotion were 
main ly responsible f o r t h i s hea l thy development of t rade 
f r o n t . But t h i s comfor tab le pos i t ion d id not l a s t f o r 
l o n g . In October 1973 and once again in January 1974, the 
petroleum export ing c o u n t r i e s announced dramat ic inc reases 
in the pr ice of crude o i l . The consequences were a sharp 
increase in I n d i a ' s import b i l l and the reappearance of 
t r a d e d e f i c i t of Rs. 432 c r o r e s in 1973-74. T h e r e a f t e r the 
t r a d e d e f i c i t increased t o Rs. 1190 crores in 1974-75 and 
f u r t h e r to Rs. 1229 c r o r e s in 1975-76. The year 1 9 7 6 - 7 7 , 
however, recorded a f a v o u r a b l e trade balance of Rs . 68 
c r o r e s fo r the second t ime a f t e r independence. T h i s became 
poss ib le on account of 2 7 . 4 per cent increase in the va lue 
of exports and a d e c l i n e of 3 . 62 per cent in the va lue of 
imports over the year 1 9 7 5 - 7 6 . But t h i s s i t u a t i o n changed 
again m the f o l l o w i n g years and the d e f i c i t increased 
c o n s i s t e n t l y reaching the a l l t ime record f i g u r e of Rs . 5838 
c r o r e s in 1980-81 . Among o t h e r things the near t r e b l i n g of 
i n t e r n a t i o n a l p r i c e of o i l was l a r g e l y respons ib le f o r the 
mounting trade d e f i c i t . 
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Accordingly mare attention was paid to the development 
of exports, and curtailment of imports during 1980s. But 
even then exports did not succeed in financing imports 
fully. The deficit in balance of trade was heavy and 
fluctuated all the time. 
The data on the trend in volume index and the average 
unit value index of exports since 1970-71 are presented in 
the Table 2.3 A perusal of this table reveals that the 
growth in India's exports during the period under review 
came largely on account of price again rather than quantum 
jump. The quantum index of exports with (1978-79=100) 
increased from 59.0 in 1970-71 to 292.7 in 1994-95; i.e. by 
a little more than 396 per cent. During the same period the 
unit index of exports increased from 45.0 to 494.6, i.e. by 
a little more than 999 per cent. 
During the period under review the world economy moved 
away from a system of fixed exchange rates to a regime of 
floating exchange rates. Therefore, data on the value of 
exports in terms of current prices, at current exchange 
rates, may be somewhat deceptive. In an attempt to resolve 
this problem, Table 2.4 outlines the trends in exports since 
1970 in t erms of U.S. dollars and the SDRs. The evidence 
prescribed m Table 2.4 confirms the trends in India's 
exports outlined above. It shows that during 1970-71 to 
1994-95, the average annual rate of growth in export 
earnings was 11.84 per cent in terms of U.S. dollar and 
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T r e n d s i n I n d i a ' s E x p o r t s : Quantum I n d e x and 
U n i t V a l u e I n d e x : 1 9 7 0 - 7 1 t o 1 9 9 4 - 9 5 
Year Quantum Index E x p o r t s U n i t Value Index E x p o r t s 
(1) (2) (3) 
1970-71 59 .0 4 5 . 0 
1971-72 59 .2 4 6 . 0 
1972-73 66.5 5 1 . 2 
1973-74 69.5 6 2 . 2 
1974-75 73 .3 7 8 . 0 
1975-76 81 .7 8 3 . 9 
1976-77 96 .8 8 9 . 4 
1977-78 93 .2 100 .3 
1978-79 100.0 100.0 
1979-80 106.2 105 .4 
1980-81 108.1 108.5 
1981-82 110.1 124 .1 
1982-83 116.7 132.0 
1983-84 113.0 151.0 
1984-85 120.8 169.8 
1985-96 111.3 170.8 
1986-87 121.3 179.4 
1987-88 . 140.0 195.4 
1988-89 152.1 2 3 2 . 2 
1989-90 174.9 2 7 6 . 6 
c o n t i nued 
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( 1 ) ( 2 ) (3> 
2 9 2 . 5 
3 6 9 . 5 
4 2 1 . 5 
4 7 4 . 1 
4 9 4 . 6 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
Annual Averaae 
1970-80 
1980-90 
1990-95 
1970-95 
194.1 
208.6 
222.9 
257.5 
292.7 
80.54 
126.83 
235.16 
129.98 
7 6 . 1 4 
173 .98 
4 1 0 . 4 4 
182 .14 
Note i 1 . Annual Average r e f e r s t o the s i m p l e a n t h m a t i c 
a v e r a g e . 
Sources: 
1. Calculated on the basis of data given in Economic Survey, 
1991-92, op. cit., p. S-92 
2. From 1989-90 to 1994-95 data have been taken from Centre 
for Momtorino Indian Economy. May 1996, op. cit., p.3. 
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2 - -^ 
T r e n d s i n I n d i a ' s E x p o r t s i n t e r m s o f U . S . 
1 9 7 0 - 7 1 t o 1 9 9 4 - 9 5 
D o l l a r s Sc SDRs : 
Rupees % change o v e r U.S. » '/. change o v e r SDRs '/. Change 
Years m i l l i o n the p r e c e d i n g m i l l i o n the p r e c e d i n g m i l l i o n over p re-
y e a r s y e a r s ced ing 
year 
(1) 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84. 
1984-85 
1985-86 
1986-87 
1987-88 
(2) 
15352 
16082 
19708 
25234 
33288 
40263 
,'51427 
54079 
'57260 
64184 
67107 
78059 
88033 
97707 
118552 
110120 
124520 
156740 
(3) 
-
4.75 
22.54 
28.03 
31.91 
20.95 
27.72 
5.15 
5.88 
12.09 
4.55 
16.32 
12.77 
10.98 
21.33 
-7.11 
13.07 
25.87 
(4) 
2031 
2157 
2540 
3232 
4184 
4666 
5755 
6316 
6980 
7924 
8484 
8702 
9104 
9449 
9972 
9000 
9745 
12088 
(5) 
-
6.20 
17.75 
27.24 
29.45 
11 .38 
23.34 
9.74 
10.51 
13.52 
7.06 
2.56 
4 .6? 
3.78 
5.53 
-9.74 
8.27 
24.04 
(6) 
2031 
2102 
2313 
2660 
3444 
3894 
4969 
5322 
5489 
6092 
6594 
755:^ 
8334 
8931 
9935 
8521 
8061 
9155 
con 
(7) 
-
3.49 
10.03 
15.00 
29.47 
13.06 
27.60 
7.10 
3.13 
10.98 
8.24 
lfl,!54 
10.34 
7.16 
11.24 
-14.23 
-5.39 
13.57 
tinued 
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(1) (2) (3) (4) (5) (6) (7) 
1988-89 
1989-90 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
Annual A 
1970-80 
1980-90 
1990-95 
1970-95 
202320 
276580 
325530 
440410 
536880 
697510 
826740 
veraoe 
37687.77 
131973. 
565414. 
180947. 
,8 
,0 
,43 
29.09 
36.70 
17.70 
35.29 
21.90 
29.92 
18.53 
17.66 
16.36 
24.67 
18.54 
13970 
16612 
18143 
17865 
18537 
22238 
26330 
4578.5 
10712.6 
20622.6 
10240.96 
15.57 
18.91 
9.22 
-1.53 
3.76 
19.97 
18.40 
16.57 
8.06 
9.96 
11.84 
10504 
12944 
13100 
13173 
14455 
15894 
18055 
3831.6 
90532 
14935.4 
40732.52 
14.73 
23.23 
1.21 
0.56 
9.73 
9.96 
13.60 
13.31 
8.34 
7.01 
10.06 
f^Note; 1. Annual average refers to the simple anthmatic average. 
Sources: 
1. From 1970-71 to 1985-86, Cols. (2), (4), and (6) have been taken 
from Deepak Nayyar, "India's Export Performance, 1970-85, under-
lying factors and Constraints", Eclonomic and Political Weekly. 
Vol. XXII, Nos. 19, 20 and 21, Annual Number, May 1987, p. 74. 
2. From 1986-87 to 1994-95 Cols. (2) and (4) have been taken from 
CMIE. Foreign Trade Statistics of India, May 1996, pp. 1-2, and 
Col. (6) have been obtained by converting the Rupees value of 
exports given in Col. <2>. The rupee values have been converted 
into SDRs on the basis of annual average exchange rate obtained 
from Economic Survey. 1995-96, Government of India, Ministry of 
Finance, Economic Division, p. S-78. 
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10.06 per cent in terms of SDRs. The average annual rate 
of growth in exports during 1980s was considerably lower 
than what it was during the 1970s. And thereafter during 
the period 1990-95, the average annual rate of growth in 
export earnings was 9.96 per cent in terms of dollar and 
7.01 per cent in terms of SDRs. 
During 1970-71 to 1994-95 the compound annual rate of 
growth in export earnings was 16.6 per cent in terms of 
rupee values, 9.9 per cent in terms of U.S. dollar values 
and 8.9 per cent in terms of SDRs values. 
So far we have attempted to highlight the principal 
features of India's export performance since 1970 mainly in 
the context of the country's imports. Let us now turn to 
compare India's export performance with that of world 
exports during the period under review. Table 2.5 compares 
India's export performance with that of world. Prima facie, 
it appears that India's export growth did not keep pace with 
the increase in world exports. The dollar value of world 
exports increased from «298300 millions in 1970 to $5013900 
millions in 1995, i.e. by 1580.8 per cent. During the same 
period the dollar value of Indian exports increased from 
$2026 millions to $30484 millions i.e. by only 1404.6 per 
cent. In terms of growth rate, while the value of world 
exports grew at an average rate 12.58 per cent per annum, 
the value of India's exports increased at the rate of a 
little less than 12 per cent per annum consequently. 
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I n d i a ' s E x p o r t s i n t h e M o r l d C o n t e x t : 1 9 7 0 t o 1 9 9 5 
Wor ld *A change I n d i a ' s */« change I n d i a ' s E x p o r t s 
Years E x p o r t s over E x p o r t s ove r as p e r c e n t a g e 
i n US • p reced ing i n US * p r e c e d i n g o f Wor l d E x p o r t s 
m i l l i o n year m i l l i o n yea r 
(1) 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
(2) 
298300 
333900 
397700 
553300 
820100 
843500 
950900 
1076500 
1245800 
1604200 
1920800 
1809700 
1752900 
1712000 
1817900 
1848700 
2034500 
2391700 
2729400 
(3) 
-
11.93 
19.11 
39.12 
48.22 
2.85 
12.73 
13.21 
15.73 
28.77 
19.74 
-5.78 
-3.14 
-2.33 
6.19 
1.69 
10.05 
17.56 
14.12 
(4) 
2026 
2036 
2448 
2917 
3926 
4355 
5549 
6378 
6671 
7806 
8586 
8295 
9358 
9148 
9916 
9140 
9399 
11298 
13325 
(5) 
0.49 
20.23 
19.16 
34.59 
10.93 
27.42 
14.94 
4.59 
17.01 
9.99 
-3.39 
12.81 
-2.24 
8.40 
-7.83 
2.83 
20.20 
17.94 
(6) 
0.68 
0.61 
0.62 
0.53 
0.48 
0.52 
0.58 
0.59 
0.54 
0.49 
0.45 
0.46 
0.53 
0.53 
0.55 
0.49 
0.46 
0.47 
0.49 
continued 
3 2 
(1) (2) (3) (4) (5) (6) 
1989 2965500 
1990 3379100 
1991 3477600 
1992 3723000 
1993 3712400 
1994 4222200 
1995 5013900 
8 . 6 5 
1 3 . 9 5 
2 . 9 1 
7 . 0 6 
- 0 . 2 8 
1 3 . 7 3 
18 .75 
15846 
17975 
17664 
19563 
21553 
25075 
30484 
1 8 . 9 2 
1 3 . 4 4 
- 1 . 7 3 
10 .75 
1 0 . 1 7 
1 6 . 3 4 
2 1 . 5 7 
0 .53 
0 .53 
0 .51 
0 .53 
0 .58 
0 .59 
0.61 
1970-79 
1980-89 
1990-95 
1970-95 
812420.0 
2098310.0 
3921366.67 
2024442.308 
21.30 
6.68 
9.35 
12.58 
4411.2 
10431.1 
22052.33 
10797.6 
1 6 . 6 0 
7 . 7 6 
1 1 . 7 6 
1 1 . 9 0 
0.56 
0 .50 
0 .56 
0 .54 
Note; 1. India's exports as percentage of world exports (Col.6> have 
been calculated on the basis of given data in cols. (2) and 
(4), I.e. world exports and India's exports respectively. 
Source; 
International Monetary Fund; Internatlonal Financial 
Statistics. Year book 1996, pp. 114-15. 
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India's share in world exports declined from 0.68 per cent, 
m 1970 to 0.61 per cent in 1995. But a little probe into 
the data reveals that the decline in India's share of world 
exports was not continuous. Often, India managed to 
maintain or even marginally cover her share in world 
exports. 
During 1970 to 1995 the compound annual r a t e of growth 
in world expor ts was 10.4 per cent in terms of U.S. d o l l a r 
as a g a i n s t , the compound annual r a t e of growth of I n d i a ' s 
exports at 1 0 . 2 per cent . 
The above f e a t u r e s of I n d i a ' s e x p o r t s dur ing the p e r i o d 
under study has of ten led to the suggest ions by many 
economists t h a t exports do not have any s i g n i f i c a n t ro le t o 
p lay in the I n d i a n economy. In f a c t , t h i s i s not so . Over 
the per iod of time exports have assumed i n c r e a s i n g 
s i g n i f i c a n c e in the Indian economy, and the a t t i t u d e of 
p o l i c y makers towards exports has undergone s i g n i f i c a n t 
changes. When the F i r s t Five Year P lan was launched m the 
year 1 9 5 1 . I n d i a had a comfor tab le f o r e i g n exchange 
reserves due t o the Korean war boom. F u r t h e r , since t h i s 
plan gave a h igh p r i o r i t y to a g r i c u l t u r e , the need f o r the 
c o u n t r y ' s expor t expansion was not r e a l i s e d . During the 
Second Five Year P l a n , p e r i o r i t y s h i f t e d to the development 
of basic and heavy i n d u s t r i e s . For e x p o r t s , i t was b e l i e v e d 
that no s i g n i f i c a n t increase in export ea rn ings was p o s s i b l e 
as Ind ian e x p o r t s mainly consis ted of p r i m a r y products and 
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raw materials which were faced with unfavourable demand 
conditions in the world market. Exports of non-traditional 
goods were expected to increase only when India achieved 
industrialisation. Thus, the export sector was not given 
any prominent role in the planned economic development of 
the country during the first two five year plans. 
But this neglect of the export sector caused 
considerable harm to the country and by 1956-57, a foreign 
exchange crisis overtook the country. Consequently, the 
Third Five Year Plan showed a distinct change in the 
attitude of the planners towards exports who went on 
acknowledging the fact that "one of the m a m drawbacks in 
the past has been that the programme for exports has not 
been regarded as an integral part of the country's 
development effort under the Five Year Plans" . Since then 
export sector has come to be regarded as an important sector 
of the economy. 
The shift in the role assigned to the export sector has 
been followed by changes in export policies with a view to 
promote export growth. Several policy initiatives have been 
undertaken especially since 1970 for a continuous 
development and expansion of exports. In fact, the 
importance of the export sector in the planned development 
of the country like India can not be minimised. This sector 
influences other sectors both directly and indirectly. It 
IS the most important source of meeting the challenges of 
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mounting import bill, accumulated debt service payments and 
the bleak prospect for concessional aid. In short, an 
expanding export sector is essential both for promoting 
self-reliant growth and the efficient utilisation of 
resources. 
It has been rightly observed by the committee on trade 
policies that "In India the significance of foreign trade is 
qualitative rather than quantitative and its role is a kin 
to that of a bicycle chain which is needed to make the 
wheels go round and keep economy on the move" . Trade has 
provided the much needed capital equipment and technical 
know-how in the form of imports to develop the industrial 
base of the economy and basic infrastructure. Quite often 
we have imported food grains also to meet domestic shortages 
caused by floods and failure of monsoons. In the absence of 
these imports, India's growth prospects would have suffered 
considerably. Similarly, exports have not only provided 
means of financing imports but also helped in the overall 
expansion of the economy by making available the benefits of 
economies of scale and international specialisation. 
2.4 Concluding Remarks: 
Summarising, we can say that foreign trade is of 
strategic importance for economic development of developing 
countries and India is not an exception. It is imports 
through which a country is enabled to obtain machinery, 
plant and equipment, raw materials, technical know-how. 
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which are indispensable for acceleratinQ economic 
development. Exports provide the best and ultimate means of 
financing imports. Besides, exports contribute to the 
greater efficiency in resource use, better technology and 
better quality. It is, therefore, essential that efforts 
should be made to export more and export better, be that 
traditional or modern items or the items produced /in the 
large sector or the small scale enterprises. 
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chapter 3 
C M ^ R "T E: R — 3 
SMALL SCALE INDUSTRIES IN INDIAN 
ECONOMY : AN OVERVIEW 
3.1 Introduct ion; 
We have observed in the preceding chapter that foreign 
exchange is crucial input to the economic development of 
India. Accordingly India must devise ways and means to tap 
every sector to earn the much needed foreign exchange. 
Small scale sector with its present level of exports 
constitute a promising sector of export earnings. This 
sector has witnessed significant growth over the years in 
terms of broad characteristics such as the number of units, 
value of production, employment and value of exports. It 
also holds out great potential for further expansion in the 
years to come. 
Our objective in this chapter is to review the growth 
performance of small scale industries in India over the 
period 1970-71 to 1994-95 and to examine their present 
status in the economy. As background to this main theme we 
discuss the concept of small scale industries in india m 
Section 3.2. Section 3.3 traces the growth of small scale 
industries over the years 1970-71 to 1994-95. This is 
followed by an analysis of the policy of the government 
towards this sector in Section 3.4. Finally, Section 3.5 
summarizes the main conclusions of this chapter. 
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3 . 2 The C o n c e p t o f Scnal 1 S c a l e I n d u s t r i e s ; 
The spec t rum o f i n d u s t r i e s i n i n d i a ex tends f r o m t h e 
o r g a n i z e d l a r g e and medium i n d u s t r i e s t o modern s m a l l s c a l e 
i n d u s t r i e s and uno rgan i sed t r a d i t i o n a l i n d u s t r i e s . The l a s t two 
I . e . modern s m a l l s c a l e i n d u s t r i e s and unorgan ised t r a d i t i o n a l 
i n d u s t r i e s commonly known as V i l l a g e and Smal l I n d u s t r i e s (VS I ) 
c o n s t i t u t e an i m p o r t a n t segment o f the economy. They have been 
d i v i d e d i n t o d i f f e r e n t s u b - s e c t o r s f o r the p u r p o s e o f 
a d m i n i s t e r i n g a s s i s t a n c e p rogrammes, and s p e c i a l i s e d i n s t i t u t i o n s 
have been c r e a t e d t o l o o k a f t e r each o f the s u b - s e c t o r s a t 
n a t i o n a l l e v e l . The s u b - s e c t o r s o f the V i l l a g e and S m a l l 
I n d u s t r i e s (VSI) s e c t o r and t h e concerned agenc ies a re g i v e n i n 
the Tab le 3 . 1 be low: 
Tab le 3 . 1 - S u b - s e c t o r s o f t h e V i l l a g e & Smal l I n d u s t r i e s 
S e c t o r s i n I n d i a 
5. No. Sub-Sector Implementing Agency 
1. Khadi & Village 
Industries 
2. Hand looms 
3 . H a n d i c r a f t s 
4 . S e r i c u l t u r e 
5 . C o i r 
6 . Powerlooms 
7 . Sma l l Sca le I n d u s t r i e s 
K h a d i and V i l l a g e I n d u s t r i e s Commission 
(KVI Boards i n S t a t e s ) 
( A l l I n d i a Handloom B o a r d ) , Development 
Commiss ioner , Handloom 
( A l l I n d i a H a n d i c r a f t s B o a r d ) D e v e l o p -
ment Commissioner, H a n d i c r a f t s 
C e n t r a l S i l k Board 
C o i r Board 
Textile Commissioner 
(Small Scale Industries Board) Develop-
ment Commissioner (SSI) 
Source: "Report on the Second All-India Census of Small Scale Indust-
rial Units", Development Commissioner, Smal1 Scale Industries. 
Ministry of Industry, Govt, of India, Nirman Bhavan, New 
Delhi, Aug. 1992, Regd. upto 31st March 1988, pp. 1-2. 
The first five sub-sectors are known as Traditional 
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The f i r s t f i v e s u b - s e c t o r s are known as T r a d i t i o n a l 
I n d u s t r i e s . The l a s t i . e . the small s c a l e i n d u s t r i e s i s now 
known to manufacture a wide range over 7400 p r o d u c t s and 
accounts for about s e v e n t y per cent of the g r o s s o u t p u t of 
the s e c t o r . The o f f i c e of the Development Commissioner 
(Small Scale I n d u s t r i e s ) under the Minis try of I n d u s t r y at 
the Centre along with i t s o f f i c e s at the s t a t e l e v e l i s the 
nodal agency for promotion of the small s c a l e i n d u s t r i e s . 
The modern small s c a l e i n d u s t r i e s under i t s purv iew a r e , 
t h e r e f o r e , a l s o known as SIDO i n d u s t r i e s . S t a t e / U T 
governments are p r i m a r i l y r e s p o n s i b l e for the promot ion and 
development of the smal l s c a l e s e c t o r , under o v e r - a l l p o l i c y 
guidance from Small I n d u s t r i e s Development O r g a n i s a t i o n 
(SIDO). 
Small Sca le I n d u s t r i e s m India are i d e n t i f i e d in terms 
of c a p i t a l investment and the l i m i t s of c a p i t a l inves tment 
have undergone changes mainly keeping in v iew the p r i c e 
e s c a l a t i o n over the p a s t few y e a r s . C a p i t a l inves tment 
c o v e r s only investment in p lant and machinery ( o r i g i n a l 
v a l u e ) . The inves tment c e i l i n g for p l a n t and machinery 
( o r i g i n a l va lue) was f i x e d at Rs. 7 .5 lakhs in t h e c a s e of 
SSI u n i t s and Rs. 10 l a k h s for a n c i l l a r y u n i t s m the year 
1966. Since then i t has been rev i sed upwards four t i m e s as 
d e t a i l e d m Table 3 . 2 . Thus, an i n d u s t r i a l u n d e r t a k i n g m 
which the investment in f i x e d a s s e t s in p l a n t and machinery , 
whether held on ownership terms, or on l e a s e , or by h i r e 
purchase does not exceed Rs . S i x t y Lakhs i s t r e a t e d as small 
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X P l B L E — 3 - 2 
Investment CeilxnQ_ for Plant and Machinery in Smal 1 
Sector Industries 
(Rs. in lakhs) 
Year 1966 1975 1980 1985 1991 
Description 
Small Scale Industries 
Ancillary Industries 
Small Service Establishments 
Export Oriented Small Scale - - - - 75 
Industries 
Small Scale Service and - _ _ _ 5 
Business (Industry related) 
Enterprises (SSSBE) 
Note : ^Located in rural areas and towns with population of 
5 Lakhs 
Qaurp0t Report an the Second Al1-India Census of Smal1 Scale 
Industrial Units, Op. c i t. , p .3 
7 . 5 
10 
10 
15 
_ 
20 
25 
0 2 * 
35 
45 
0 2 « 
6 0 
7 5 
— 
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s c a l e u n i t s . 
For e x p o r t - o r i e n t e d u n i t s and a n c i l l a r y u n i t s , l i m i t of 
c a p i t a l investment i s h i g h e r at Rs. 75 l a k h s . An i n d u s t r i a l 
undertaking which undertakes t o export at l e a s t 30 per cen t 
o f the annual product ion by the end of 3rd year from the 
d a t e of i t s commencing p r o d u c t i o n , the investment l i m i t i s 
R s . 75 lakhs . S i m i l a r l y an A n c i l l a r y I n d u s t r i a l Undertaking 
IS the one which i s engaged or i s proposed t o be engaged in 
t h e manufacture or p r o d u c t i o n of p a r t s , components , s u b -
a s s e m b l i e s , t o o l i n g or i n t e r m e d i a t e s or r e n d e r i n g of 
s e r v i c e s and the undertak ing s u p p l i e s or renders or proposes 
t o supply or render not more than 50 per c e n t of i t s 
product ion or s e r v i c e s , as the case may b e , t o one or more 
o t h e r i n d u s t r i a l u n d e r t a k i n g s and whose investment i s f i x e d 
a s s e t s in p l a n t and machinery , whether he ld on ownership 
t e r m s , or on l e a s e , or on h i r e purchase, does not exceed Rs. 
75 l a k h s . 
There i s a l s o the " t i n y s e c t o r " . This concept was 
introduced in 1977 and a l l i n d u s t r i a l u n i t s wi th an 
investment of upto Rs. 5 l akhs belong to t h i s s e c t o r . 
3 . 3 Growth o f S m a l 1 S e a l e I n d u s t r i e s : 
The growth of smal l s c a l e i n d u s t r i e s has been one of 
the most s i g n i f i c a n t and c h a r a c t r i s t i c f e a t u r e s of 
i n d u s t r i a l development in Ind ia over the y e a r s . T h i s can be 
s e e n by observing the growth trends in a number of u n i t s , 
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production^ employment and exports. The relevant data for 
the period 1973-74 to 1994-95 are presented in Table 3.3. 
Table 3.3 shows that during sixteen years period, i.e. 
1978-79 to 1993-94, the number of units in small scale 
sector increased from 7.34 lakhs to 23.84 lakhs or by an 
approximately 225 per cent. The average annual growth rate 
in the number of units in this sector came to be 8.18 per 
cent during the period 1978-79 to 1993-94. The table also 
shows that in the decade 1980-90 the average annual rate of 
growth in number of units was at an approximately 9 per 
cent. Thereafter it decelerated to a little less than 7 per 
cent during the period 1990-94. The compound annual rate of 
growth m number of units of small scale sector during the 
period 1978-79 to 1993-94 was 8.7 per cent. 
Production in small scale industries escalated from Rs. 
7200 crores in 1973-74 to Rs. 293,990 crores in 1994-95, 
registering an increase of 3983.19 per cent. Decadewise 
production in the small scale sector increased at the 
average annual rate of growth of 24.26 per cent during 1973-
80 but decelerated to a little more than 20 per cent in the 
80s and further to 17.34 per cent during the period 1990-95. 
The compound annual rate of growth in production during the 
period under review i.e. 1973-74 to 1994-95, came to be 
20.20 per cent. 
Employment m small scale industries which was 39.7 
lakhs (in nos.) in 1973-74 increased to 146.56 lakhs in 
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1994-95, registering an increase of 269.17 per cent. It can 
be seen from the table that during the period 1973-80 the 
average annual rate of growth in employment was a little 
more than 12 per cent, but it almost halfed in the decade 
1980s, and further after to a little more than 4 per cent 
during 1990-95. The compound annual rate of growth in 
employment during the period 1973-74 to 1994-95 registered 
was 6.9 per cent. 
Export performance of SSI sector jumped from Rs. 393 
crores in 1973-74 to Rs. 29,068.15 crores in 1994-95 or by 
7296.48 per cent. Decadewise exports from this sector 
increased at an annual rate of 22 per cent during the period 
1973-80 and remained more or less stagnant in the decade 
1980s. It, however, picked up significantly dur'ing the 
period 1990-95, recording an average annual rate of growth 
of more than 31 per cent. The compound annual rate of 
growth in exports was 21.4 per cent during the period under 
review, i.e. 1973-74 to 1994-95. 
Exports as a percentage to total output in this sector 
increased from 5.46 per cent in 1973-74 to 9.89 per cent in 
1994-95 with wide fluctuations in between the two years. 
Thus, the growth performance of small scale industries 
during the period 1973-74 to 1994-95 failed to register a 
smooth and rising trend. This was more so in the case of 
opening of new units, grwoth in output and expansion of 
employment. During the period 1990-94 the average annual 
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growth rate in number of units, production, and employment 
in this sector was comparatively lower than that recorded in 
decades. But this is to viewed in the background of the 
general recession in the economy. The transition period of 
the process of economic reforms was also affected for some 
period by adverse factors such as foreign exchange 
constraints, credit squeeze, demand recession, high interest 
rates, shortage of raw material etc. 
3.4 Pol icy of the Government touiards Smal 1 
Seale Industries t 
As we have seen in the preceding section, over the 
years small scale sector has made a significant contribution 
to production and exports and played a crucial role in 
providing large scale employment opportunities. These 
industries have also been helpful in building a wide 
entrepreneurial base and dispersal of industries in rural 
and backward areas. Thus, besides growth, the small scale 
sector has a strong component of equity. Therefore, small 
scale industries has always been strongly supported through 
government policies. The basic approach towards development 
of small industries, as outlined in industrial policy 
statements and national plans is summarised below. 
Early in the planning era it was believed that the 
development of basic and heavy'industries was an essential 
pre-requisite for laying the foundation for rapid 
industrialisation and economic growth. Industries like iron 
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and steel, heavy engineering, aluminium, machine building 
industries including castings and forgings, alloy and 
special steels, petroleum, basic chemicals, cement, 
intermediate goods etc. were regarded essential to provide 
the input for not only light and small industries but also 
for other vital sectors of the economy including 
agriculture, irrigation and power, transport and 
communications etc. In fact, it was accepted that 
establishment of these industries alone can bring about a 
self-reliant and self-generating economy. Most of these 
industries required large scale operations and high degree 
of mechanisation and as such, were essentially capital-
incentive. At the same time, however, it was also 
recognised that the choice in favour of these industries 
along with programmes for expansion of economic and social 
overheads like transport facilities, generation of power, 
health education and social services would involve a severe 
strain on resources of capital and skill. Therefore, the 
consumer demand arising from increased expenditure on these 
sectors was planned to be met substantially by development 
of small industries, which on the one hand, did not make 
heavy demand on scarce capital resources and, on the other 
hand, provided increasing employment opportunities. 
The development of small scale industries was 
emphasised in the Industrial Policy Resolution 1948. But a 
major step towards the development of small industries was 
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taken during the First Five Year Plan period (1951-56) with 
the establishment of All India Boards to advise and assist 
in the formulation of programmes of development for modern 
small scale industries and also traditional industries 
including khadi (spinning and Meavinng of yarn and cloth by 
hand)f handloom (hand weaving of cloth from yarn produced by 
mills), powerlooms, village industries, handicrafts, 
sericulture and coir. Except for khadi and village 
industries for which programmes were formulated and also 
implemented initially by the Board and later on, by a 
Commission and the State Boards, the responsibility for the 
implementation of the development programmes in respect of 
all other small industries rested mostly with the State 
Governments, although for a few programmes the Boards 
functioned on behalf of the Central Government for purpose 
of implementation. Steps were also taken to strengthen the 
technical and other staff of the Departments of Industries 
of the State Governments and the Administration of Union 
Territories . 
First International Planning Team which visited the 
country in 1953-54 through courtesy of the Ford Foundation 
recommended the development of the modern small industries 
I.e. small enterprises using modern methods of production 
and management. On the basis of the recommendation of the 
team, a separate organisation was set up to launch a 
systematic and coordinated development of modern small 
industries in the country. Thus, small industries service 
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and National Small Industries Corporation came into 
existence with an All-India Small Scale Industries Board at 
the centre. For the implementation of the programmes and 
policies of the Government of India for the development of 
small scale industries, a central organisation known as 
Organisation of the Development Commissioner, Small Scale 
Industries, was established. This organisation formulates 
policy for small enterprises, furnishes and supervises the 
implementation of the development programmes and provide 
technical guidance and assistance to entrepreneurs and small 
industrialists in all matters relating to production and 
management of small entrepnses. The industrial Policy 
Resolution of 1956, specified clearly for the first time the 
place of small industries in the country's economic 
2 development programmes in the following words : 
"In order that the industrialization may benefit the 
economy of the country as a whole, it is important that 
disparities in levels of development between different 
regions should be progressively reduced. the lack of 
industries in different parts of the country is very 
often determined by factors such as the availability of 
the necessary raw materials and other natural 
resources. A concentration of industries in certain 
areas has also been due to the ready availability of 
power, water supply and transport facilities which have 
been developed there. It is one of the aims of 
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n a t i o n a l p lann ing to ensure t h a t these of the 
f a c i l i t i e s are s t e a d i l y made a v a i l a b l e t o areas which 
are a t present lagging behind i n d u s t r i a l l y or where 
there i s g r e a t e r need for p rov id ing o p p o r t u n i t i e s for 
employment, p rov ided the l o c a t i o n i s otherwise 
s u i t a b l e . Only by securing a balanced or coord inated 
development of the i n d u s t r i a l and the a g r i c u l t u r a l 
economy m each r e g i o n , can the e n t i r e c o u n t r y a t t a i n 
higher s tandards of l i v i n g " . 
"The Government of Ind ia would s t r e s s the r o l e of 
cottage and v i l l a g e and small s c a l e i n d u s t r i e s in the 
development of the na t iona l economy. In r e l a t i o n to 
some of the problems that need urgent s o l u t i o n s , they 
o f f e r some d i s t i n c t advantages. They p r o v i d e immediate 
large sca le employment, they o f f e r a method of ensuring 
a more e q u i t a b l e d i s t r i b u t i o n of the n a t i o n a l income 
and they f a c i l i t a t e an e f f e c t i v e m o b i l i s a t i o n of 
resources of c a p i t a l and s k i l l which might otherwise 
remain u n u t i l i s e d . Some of the problems t h a t unplanned 
u r b a n i z a t i o n tends to create w i l l be avoided by the 
establ ishment of smal l centres of i n d u s t r i a l product ion 
a l l over the c o u n t r y " . 
While d e s i g n a t i n g the small i n d u s t r i e s an important 
place in the n a t i o n a l economy, the I n d u s t r i a l Po l icy 
Resolut ion of 1956 p inpointed the s t r a t e g y and other 
measures f o r the s e c t o r in the f o l l o w i n g words: 
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"The state has been following a policy of supporting 
cottage and village and small scale industries by 
restricting the volume of production in the large scale 
sector, by differential taxation, and by direct 
subsidies. While such measures will continue to be 
taken, whenever necessary, the aim of the State Policy 
will be to ensure that the decentralised sector 
acquires sufficient vitality to be self-supporting and 
its development is integrated with that of large scale 
industry. The state will, therefore, concentrate on 
measures, designed to improve the competitive strength 
of the small scale producer. For this it is essential 
that the technique of production should be constantly 
improved and modernized, the pace of transformation 
being regulated so as to avoid, as far as possible, 
technological unemployment". 
The Resolution also intended to have industrial 
cooperative to promote small scale industries. 
A notable development took place during the Second 
Five Year Plan and the programme for village and small 
industries to be carried out during this plan period was 
considerably enlarged. Programmes for the Second Plan and 
problems connected with their implementation were reviewed 
by a Committee - the Village and Small Scale Industries 
(Second Five Year Plan) Committee, commonly known as the 
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Karve Committee, which was appointed by the Planning 
Commission in June 1955. The principal aims of this 
Committee were : 
(i) to avoid as far as posssible, during the period of 
the Second Plan, further technological 
unemployment such as occurs specially in the 
traditional village industries; 
(ii) to provide for as large a measure of increased 
employment as possible during the plan period 
through different village and small industries; 
and 
(iii)to provide the basis for the structure of an 
essentially decentralised society and also for 
progressive economic development at a fairly rapid 
rate. 
The Committee, however, conceived that even in the 
traditional village industries, to the extent immediately 
possible, technical improvements should be adopted, and for 
the future there should be a regular programme of gradual 
transition to better techniques. At the same time, where 
new capital investment had to be made it should be, as far 
as possible, on improved equipment, the improvement being in 
some cases in the nature of additions to or adaptations of 
existing equipment. 
During the Third Five Year Plan, the objectives of the 
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small scale industries development programme were: 
(i) to improve the productivity of the worker and 
reduce production costs by placing relatively 
greater emphasis on positive forms of assistance 
such as improvement of skills, supply of technical 
advice, better equipment and credit, etc.; 
<ii) to reduce progressively the role of subsidies, 
sales rebates and sheltered markets; 
(ill) to promote the growth of industries in rural areas 
and small towns; 
(iv) to promote the development of small scale 
industries as ancillanes to large industries; and 
(v) to arganiSB artisans and craftmen on cooperative 
1ines. 
In perspective of these specific objectives, two 
significant measures taken during the Third Five Year Plan 
5 
were : 
<i) the adoption of the approved production programmes 
in engineering and non-engineenng industries; and 
(ii) reservation of production of certain items in the 
small scale sector. 
The special feature of the different objectives of the 
small scale sector during the Third Plan was to re-emphasise 
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the s i g n x f i c a n c e of a d e c e n t r a l i s e d i n d u s t r i a l development 
of the economy. The main idea was to throw a p r o t e c t i v e 
r i n g around the v i l l a g e and smal l i n d u s t r i e s in o r d e r t o 
ensure t h e i r uninterrupted and s t e a d y growth. Only m t h i s 
way c o u l d smal l i n d u s t r i e s be p r o t e c t e d from the p r e s s u r e s 
of c o m p e t i t i o n from the o r g a n i s e d large s c a l e s e c t o r . Thus, 
the "Common Production Programme" emerged during the Third 
Plan and the e s s e n t i a l f e a t u r e s of the programme i n c l u d e d ; 
<i) Imposi t ion of c e i l i n g s on the c a p a c i t y and 
product ion of l a r g e s e c t o r ; 
( i i ) impos i t ion of a c c e s s of the large s e c t o r ; 
( i l l ) r e s e r v a t i o n of c e r t a i n f i e l d s of p r o d u c t i o n 
e x c l u s i v e l y for the smal l s e c t o r and p r o v i s i o n of 
pomprehensive a s s i s t a n c e - t e c h n i c a l , f i n a n c i a l 
and marketing t o the smal l s e c t o r . 
Another i n t e r e s t i n g f e a t u r e of the small i n d u s t r i e s 
programmes during Third Plan p e r i o d was the emphasis on the 
development of the small s c a l e i n d u s t r i e s as a n c i l l a n e s t o 
l a r g e s c a l e i n d u s t r i e s s o as t o bring about a ba lanced and 
i n t e g r a t e d development of both the s e c t o r s of i n d u s t r y . 
C o o p e r a t i o n between t h e s e two s e c t o r s of industry marks f o r 
g r e a t e r e f f i c i e n c y and f u l l e r u t i l i s a t i o n of c a p a c i t i e s and 
r e s u l t s in r e a l i s a t i o n of the economies of p r o d u c t i o n . The 
r e l a t i o n s h i p between the l a r g e s c a l e and small s c a l e u n i t s 
s h o u l d be e s s e n t i a l l y of complementary nature . 
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The Fourth Five Year P lan r e i t e r a t e d the e a r l i e r b a s i c 
approach to the development of smal l scale i n d u s t r i e s and 
the f o l l o w i n g ob jec t i ves were emphasised : 
i ) to improve p r o g r e s s i v e l y the production techn iques 
. o f small i n d u s t r i e s so as to enable them t o 
produce q u a l i t y goods and to br ing them t o a 
v i a b l e l e v e l ; 
11) to promote d e c e n t r a l i s a t i o n and d i s p e r s a l of 
i n d u s t r i e s ; and 
1 i i ) t o promote agro-based i n d u s t r i e s . 
I n order to achieve these o b j e c t i v e s the plan env isaged 
c e r t a i n f i s c a l and other measures. I t was necessa-y to 
improve s k i l l s and provide a combinat ion of i n c e n t i v e s and 
d i s i n c e n t i v e s fo r securing d e c e n t r a l i s a t i o n and d i s p e r s a l of 
sma l l i n d u s t r i e s . F i s c a l and o ther measures were r e q u i r e d 
t o enable these indus t r ies to stand compet i t ion w i t h l a r g e 
i n d u s t r i e s . The operat ion of i n d u s t r i a l l i c e n s i n g system 
was not e f f e c t i v e in p reven t ing compet i t ion from the l a r g e 
i n d u s t r i e s and in prov id ing the requ i red degree of i n i t i a l 
p r o t e c t i o n . Nor was poss ib le to prevent concent ra t ion of 
i n d u s t r i e s in large c i t i e s and towns. Since a la rge number 
of i n d u s t r i e s was proposed t o be del icensed dur ing the 
Four th P lan p e r i o d , g rea te r emphasis was given on a v a r i e t y 
of p o s i t i v e measures of ass is tance inc lud ing l i b e r a l c r e d i t 
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facilities, adequate supply of scarce raw material, 
provision of technical assistance and improved appliances, 
tax concessions and differential excise duties. It was 
necessary to assist mechanised small scale industries to 
grow into larger and more viable units. Further, in order 
to protect small scale and traditional industries from undue 
competition, the existing reservations were to be continued 
and modified in accordance with the requirements. This was 
preceded by careful identification of industries, parts, 
components and processes in which the large size of 
operation or a high degree of mechanisation had no 
pronounced impact on economics. This identification was 
followed by fiscal and credit policies and measures to 
accelerate their development in the small sector, evolution 
of appropriate technology for smaller un^ts in different 
industries, introduction of quality control and formulation 
of well coordinated programmes of assistance. Outside the 
designated field for small industries, the small and large 
industrial sectors were developed wherever possible, as 
complementary to each other so as to facilitate growth of 
ancillary industries . In addition to these, the Fourth 
Five Year Plan formulated certain positive measures for all 
round growth of small scale industries. 
The principal objectives of the Fifth Five Year Plan 
for the development of different small industries was to 
facilitate the attainment of some of the major task for the 
removal of poverty and inequality in living standards of 
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those persons through creation of large-scale opportunities 
for fuller and additional productive employment and 
improvement of their skills, so as to improve their 
earnings. Further, the programme was reoriented to set up 
the production of some of the basic and essential articles 
for the people and the products which were having larger 
potential for exports. Taking into account the shortcomings 
in implementation of the programmes during the Fourth plan 
period and the recommendations of the task forces set up in 
connection with the formulation of the programmes for these 
industries, the broad strategy of the Fifth Five Year Plan 
8 
were : 
i) to develop and promote entrepreneurship and 
provide a package of consultancy services so as to 
generate maximum opportunities for employment, 
particularly self employment; 
ii) to facilitate fuller utilisation of the skills and 
equipment of the persons already engaged in 
different small industries; 
ill) to progressively improve the production techniques 
of these industries so as to bring them to a 
viable level; and 
iv) to promote these industries in selected growth 
centres in semi-urban and rural areas including 
backward areas. 
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The enlarged development programmes formulated for the 
Fifth plan was supported by suitable policy measures of 
protection and incentives. In this context, within the 
framework of the Industrial Policy Resolution, 1956, the 
policies relating to industrial development and licensing 
were reviewed. On the basis of this review, the Governments 
Policy continued to encourage competent small and medium 
enterpreneurs in all industries, which were preferred vis-a-
vis, the larger industrial houses and foreign companies, in 
the setting up of new capacity. The existing policy of 
reservation for the small sector was not only continued but 
also extended consistent with the potentialities and 
performance of the sector. Licensing policy was needed the 
promotion of small ancillaries, wherever feasible and 
appropriate small entrepreneurs including their cooperatives 
were encouraged to participate m the production of mass 
consumption goods. It was also contemplated to enlarge a 
variety of positive measures designed to promote the growth 
of small and medium entrepreneurs. 
The programmes for the development of modern small 
scale industries was reoriented in the context of the 
principal objectives and strategy outlined earlier, along 
with a greater emphasis on the rapid promotion of small 
units as ancillaries to large undertakings and arrangements 
for providing marketing services and industrial cooperatives 
to them. It was, therefore, proposed to review the existing 
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arrangements f o r the promotion of smal l a n c i l l a r y and feeder 
u n i t s by l a r g e i n d u s t r i a l u n d e r t a k i n g s p a r t i c u l a r l y those in 
the p u b l i c s e c t o r , and to a s s i s t a n c i l l a r y u n i t s to overcome 
t h e i r problems r e l a t i n g t o the payment of b i l l s , supply of 
s c a r c e raw m a t e r i a l s , e t c . some new s u b c o n t r a c t i n g exchanges 
were s t a r t e d f o r the promotion of a n c i l l a r i e s . S u i t a b l e 
schemes were formulated for p r o v i d i n g market ing s e r v i c e s t o 
small u n i t s by s e t t i n g up trade c e n t r e s in the country and 
d i s p l a y c e n t r e s abroad and arranging market ing research and 
I n t e l 1 i g e n c e . 
Due t o a very favourable c a p i t a l - o u t p u t r a t i o and high 
employment i n t e n s i t y , the promotion of v i l l a g e and smal l 
s c a l e i n d u s t r i e s was cont inued as an important element in 
the n a t i o n a l development s t r a t e g y dur ing the S i x t y Five Year 
P l a n . The p r i n c i p a l o b j e c t i v e s for the development of 
v i l l a g e and s m a l l i n d u s t r i e s s e c t o r were a s f o l l o w s : 
i ) improvement in the l e v e l s of product ion and 
e a r n i n g s , p a r t i c u l a r l y of the a r t i s a n s through 
measures l i k e upgradat ion of s k i l l s and 
t e c h n o l o g i e s and p r o d u c e r - o r i e n t e d marketing e t c . ; 
I I ) c r e a t i o n of a d d i t i o n a l employment o p p o r t u n i t i e s 
on a d i s p e r s e d and d e c e n t r a l i s e d b a s i s ; 
I I I ) s i g n i f i c a n t c o n t r i b u t i o n t o growth in the 
manufacturing s e c t o r through , i n t e r a l i a , f u l l e r 
u t i l i s a t i o n of e x i s t i n g i n s t a l l e d c a p a c i t i e s ; 
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iv) establishment of a wider entrepreneurial base 
through appropriate training and package of 
incentives; 
v) creation of a viable structure of village and 
small industries sector so as to progressively 
reduce the role of subsidies; and 
vi> expanded efforts in export promotion. 
According to the Industrial Policy Statement of July, 
1980, the policy measures for the development of small scale 
sector were as follows: 
i) government was determined to promote such a form 
of industrialisation in the country as can 
generate economic viability in the villages .... 
handlooms, handicrafts, khadi and other village 
industries will receive greater attention to 
achieve a faster rate of growth in the villages; 
ii) while making all efforts towards integrated 
industrial development it was proposed to promote 
the concept of economic federalism with the 
settting up of a few nucleus plants in each 
district, identified as industrially backward, to 
generate as many ancillaries and small and cottage 
units as possible; 
111) policy regarding marketing support to the 
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d e c e n t r a l i s e d s e c t o r and r e s e r v a t i o n of items for 
smal l s c a l e i n d u s t r i e s , s h a l l c o n t i n u e to be in 
f o r c e m the i n t e r e s t of growth of the small s c a l e 
i n d u s t r i e s . 
In the l i g h t of a l l above, the p o l i c y support for the 
development programmes r e l a t i n g t o v i l l a g e and small 
i n d u s t r i e s dur ing the Sixth Five Year Plan were along the 
12 f o l l o w i n g d i r e c t i o n s . 
i ) i n t e g r a t i o n of the promotional programmes in the 
s e c t o r wi th other area development programmes and 
adopt ion of a c l u s t e r approach p a r t i c u l a r l y for 
the t r a d i t i o n a l i n d u s t r i e s ; 
I I ) r e s t r u c t u r i n g of the o r g a n i s a t i o n a l base at the 
d i s t r i c t l e v e l to make i t more e f f e c t i v e and 
r e s u i t - o r i e n t e d ; 
I I I ) development of appropriate t e c h n o l o g i e s and s k i l l , 
t h e i r e f f e c t i v e e x t e n s i o n and t r a n s m i s s i o n ; 
i v ) i n c r e a s e d a v a i l a b i l i t y of raw m a t e r i a l s including 
c r e a t i o n of buf fer s t o c k s p a r t i c u l a r l y of c r i t i c a l 
raw m a t e r i a l s ; 
v) a c c e l e r a t e d flow of i n s t i t u t i o n a l funds s p e c i a l l y 
m favour of a r t i s a n s , v i l l a g e i n d u s t r i e s and 
' t i n y ' u n i t s and r a t i o n a l i s a t i o n of the i n t e r e s t 
r a t e s t r u c t u r e ; 
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VI) organisation of producer-oriented marketing both 
within and outside the country; 
vii) selective reservation of items for exclusive 
production and purchase from cottage and small 
industries; 
viii) effective promotion of ancillanes; 
ix) strengthening and extension of cooperatives form 
of organisation particularly for the cottage and 
tiny units; and 
x) building up of a sound data base to facilitate 
proper policy formulation and evaluation. 
Food, work and productivity were the mam objectives of 
the Seventh Five Year Plan. Small Scale Sector had 
contributed towards improving the economic and occupational 
profile of rural, semi-urban and weaker sections of urban 
communities through promotion of village and small scale 
industrial activities. The principal objectives of this 
sector in the Seventh Five Year Plan were as follows : 
i) to assist m the growth and widespread dispersal 
of industries; 
II) to increase the levels of earnings of artisans; 
III) to sustain and create avenues of self employment; 
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xv) t o ensure regular supply of goods and s e r v i c e s 
through use of loca l s k i l l s and r e s o u r c e s ; 
v) t o deve lop entrepreneurship xn combxnatxon wxth 
improved methods of p r o d u c t i o n , through 
a p p r o p r i a t e t ra in ing and package of i n c e n t i v e s ; 
and 
v i ) t o p r e s e r v e craftmenship and ar t h e r i t a g e of the 
c o u n t r y . 
For a c h i e v i n g the above o b j e c t i v e s , the s t r a t e g y during 
14 the Seventh F ive Year were t o : 
i ) improve p r o d u c t i v i t y , enhance q u a l i t y , reduce 
c o s t s and re s t ruc ture product -mix through 
upgradat ion of technology and m o d e r n i s a t i o n ; 
i i ) o p t i m i s e u t i l i s a t i o n of e x i s t i n g c a p a c i t i e s 
through supply of adequate i n p u t s inc luding 
c r e d i t , power and raw m a t e r i a l s e t c . ; 
I l l ) expand share of VSI p r o d u c t s in the domestic 
markets through p u b l i c i t y , s t a n d a r d i z a t i o n , market 
support and increased p a r t i c i p a t i o n in the 
government purchase programme; 
iv ) s t r e n g t h e n the programmes of a n c i 1 l a r i s a t i o n to 
e s t a b l i s h and improve l i n k a g e s between large and 
smal l i n d u s t r i e s leading t o harmonious growth of 
the t o t a l i n d u s t r i a l s e c t o r ; 
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v) promote specialisation in production and export-
oriented industries; 
vi) strengthen and enlarge skill profile and 
enterpreneunal base and management practices to 
increase opportunities for self employment; 
vii) improve general levels of welfare of works and 
artisans through better working conditions, 
welfare measures and security of employment. 
In addition the policies pursued during the Seventh 
Five Year Plan were aimed at rationalisation of fiscal 
regime to ensure the rapid growth of the village and small 
industries. 
A policy package for small, tiny and village industries 
was announced in August 1991, with the primary objective of 
imparting more vitality and growth impetus to this sector. 
In the new orientation to planning during the Eighth 
Five Year Plan, people's initiative and participation was 
regarded as a key element m the process of development. 
Greater emphasis was laid on private initiative in 
industrial development. The public sector was to be very 
selective in the coverage of activities and m making 
investment. Small enterprises in the village and small 
industries sector were, more or less to be based on private 
initiative and entrepreneurship 
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Thus, the industrial policies over the years have 
recognised the special place of this sector in the Indian 
economy. The Industrial Policy Resolution of 1948 laid 
emphasis on cottage and small industries. The Industrial 
Policy Resolution 1956 recognised the role of small scale 
industries in providing employment opportunities, mobilising 
local skills and capital resources. It also laid stress on 
integration of small scale with large industries. The 
Industrial Policy Statement of 1977 laid stress on cottage 
and small industries and gave a thrust to the Programme of 
Anci 1 larisation. In this year reservation of items for 
exclusive production by the small scale sector was 
significantly enlarged. This policy also introduced the 
idea of District Industries Centres as well as tiny units. 
The Policy Statement of 1980 laid emphasis on 
anci 1 lansation and creation of nucleus plants for promotion 
of small scale industries. The programme for development of 
rural and backward areas by small industries growth was one 
16 
of the major components of economic growth strategy 
The office of the Development Commissioner <Small Scale 
Industries) was created at the central level with branches 
in all states to guide and promote the programmes for small 
industry development. It also led to the creation of a 
large number of autonomous institutions and corporate bodies 
which were assigned specific functions. The District 
Industries Centres Programme was funded to the extent of 50 
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per cent by the Government of India. The States also 
initiated various policy measures for promotion of small 
scale industries. These included creation of institutions, 
industrial estates and various support structures and 
extension programmes. 
The New Policy Statement for Small Scale Industry 
In August 1991, a separate set of policy measures were 
introduced for the promotion and strengthening of small 
scale industries. This new Policy Statement was a clear 
reffirmation of the commitment of the Government towards the 
importance of this sector in economic growth. The principal 
objectives of this policy statement relate 
i) To impart more vitality and growth impetus to the 
sector. In furtherance of this objective, the 
sector would be de-regulated and de-bureaucratised 
to remove all fetters on its growth potential. 
ii) To change and modify wherever required m all 
statutes, regulations and procedures, to ensure 
that they do not militate against the interests of 
small and village enterprises. 
Ill) To shift emphasis from subsidised/cheap credit, 
except for specified target groups, to adequate 
flow of credit on normative basis to the SSI 
sector. 
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i v ) To provide a c c e s s t o c a p i t a l markets t o SSI s e c t o r 
by a l lowing 24 per c e n t e q u i t y p a r t i c i p a t i o n by 
o ther i n d u s t r i a l u n d e r t a k i n g s . 
v) To make law t o ensure prompt payment of smal l 
i n d u s t r i e s b i l l s and l e g i s l a t i o n f o r l i m i t e d 
partnersh ip A c t . 
VI) To in troduce new scheme of I n t e g r a t e d 
I n f r a s t r u c t u r e Development to promote 
i n d u s t r i a l i s a t i o n in rural and backward a r e a s . 
V I i ) To upgrade t e c h n o l o g y by s e t t i n g up of Technology 
Development C e l l and s t r e n g t h e n i n g the e x i s t i n g 
f a c i l i t i e s a v a i l a b l e wi th SIDO. 
v i i i ) T o promote market ing of SSI product s through 
i n s t i t u t i o n s , o t h e r a g e n c i e s and c o n s o r t i a 
approach. 
ix) To promote anci11arisation. 
x> To strengthen exports through setting up of Export 
Development Centre and strengthening the existing 
support system. 
XI) To enforce quality control and support to 
modernisation and technology upgradation of SSI 
sector. 
xii) To change the definition of women enterprises and 
69 
support to women entrepreneurs. 
xiix) To expand programmes of entrepreneurship develop-
ment . 
xiv) To simplify rules and procedures to enable small 
scale entrepreneurs to work in a free and 
unencumbered environment. 
The new measures in tune with changing times as 
outlined in the new Policy Statement, August 1991, for SSI 
as follows: 
i) Locational criteria have been discontinued for 
defining various categories of small industries. 
Thus, the policy package has become uniform for 
the entire spectrum of SSI irrespective of 
location. 
li) The coverage of the sector has been enlarged by 
substantial increase in investment limits from Rs. 
55 lacs to Rs. 60 lacs. 
Ill) Government has incorporated a strategy to provide 
direct support to enhance infrastructure 
facilities rather than give subsidies to 
individual units. This has led to the 
discontinuation of the capital investment subsidy 
scheme and the putting in place of the Growth 
Centre Scheme and the Integrated Infrastructural 
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Development Scheme. 
iv) A beginninQ has been made to incorporate service 
m the small scale sector. At present, it is 
confined to industry related service and business 
enterprises, upto an investment limit of Rs. 5 
lacs. 
v) The policy measures will work towards greater 
integration between the small and large segment of 
industry. The policy has allowed equity 
investment by other industrial undertakings in 
small scale units to the extent of 24 per cent. 
vi) It has been explicitly stated that the tiny sector 
of industry would require both one-time and 
sustained support in terms of monetary and fiscal 
benefits as well as support services. However, 
the modern small scale sector with its better 
strength may be given only one time support. 
Therefore, concept stratification of SSI will 
emerge. 
vii) There is an implicit recognition that the emphasis 
in the modern small scale sector would shift from 
simply protection/ regulation, to issues relating 
to quality technology modernisation. 
This New Policy Measures have consonance with the new 
economic policies, considering that the industrial, trade 
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and f i s c a l p o l i c i e s have undergone s i g n i f i c a n t changes i n 
t he economic r e f o r m s p r o c e s s . The changes are fundamenta l 
n a t u r e and w i l l r e s u l t i n p e r v a s i v e and i r r e v e r s i b l e 
i n d u s t r i a l r e s t r u c t u r i n g . The new measures are des igned t o 
enab le t h e s m a l l sca le s e c t o r t o t a k e advantage o f t he 
o p p o r t u n i t i e s t h r o w n open by t h e l i b e r a l i s a t i o n p r o c e s s . On 
the o t h e r hand i t would a l s o be e s s e n t i a l t o p r o m o t e , 
p r o t e c t , n u r t u r e and gu ide t h e s m a l l s c a l e s e c t o r , t o 
c o n s o l i d a t e t h e g a i n s ach ieved o v e r t h e y e a r s . 
PROMOTIONAL AGENCIES 
The key p r o m o t i o n a l a g e n c i e s t o S m a l l Sca le S e c t o r ' s 
18 deve lopmen t o v e r t h e years may be summar ised as f o l l o w s : 
S m a l l I n d u s t r i e s D e v e l o p m e n t O r g a n i s a t i o n 
The S m a l l I n d u s t r i e s Development O r g a n i s a t i o n under t he 
M i n i s t r y o f I n d u s t r y , headed by t h e Development Commissioner 
(SSI) and e x - o f f i c i o A d d i t i o n a l S e c r e t a r y t o the Government 
o f I n d i a , f u n c t i o n s as an apex body and i s t he noda l agency 
f o r f o r m u l a t i n g , c o o r d i n a t i n g and m o n i t o r i n g the p o l i c i e s 
and programmes f o r p romot ion and deve lopmen t o f s m a l l s c a l e 
i n d u s t r i e s i n t h e c o u n t r y . I t m a i n t a i n s c l o s e c o n t a c t w i t h 
C e n t r a l M i n i s t r i e s , S t a t e Gove rnmen ts , F i n a n c i a l 
I n s t i t u t i o n s and o t h e r o r g a n i s a t i o n s concerned w i t h t h e 
deve lopment o f s m a l l sca le i n d u s t r i e s . I t p r o v i d e s a f a i r l y 
comprehens i ve range o f f a c i l i t i e s and s e r v i c e s i n c l u d i n g 
72 
c o n s u l t a n c y xn t e c h n o - e c o n o m i c , m a n a g e r i a l a s p e c t s , 
t r a i n i n g , common f a c i l i t y s e r v i c e , common p r o c e s s i n g and 
t e s t i n g f a c i l i t i e s , t o o l i n g f a c i l i t i e s e t c . t o s m a l l s c a l e 
u n i t s t h r o u g h a network of Smal l I n d u s t r i e s S e r v i c e 
I n s t i t u t e s ( S I S I s ) and Branch I n s t i t u t e s , Tool Rooms, 
P r o c e s s - c u m - P r o d u c t Development C e n t r e s , Regiona l T e s t i n g 
C e n t r e s , F i e l d T e s t i n g S t a t i o n s and s p e c i a l i s e d 
i n s t i t u t i o n s . 
N a t i o n a l S m a l l I n d u s t r i e s C o r p o r a t i o n (NSIC) 
The N a t i o n a l Small I n d u s t r i e s C o r p o r a t i o n among o t h e r 
t h i n g s , p r o v i d e s a s s i s t a n c e t o s m a l l e n t r e p r e n e u r s in 
p r o c u r i n g i n d i g e n e o u s and impor ted m a c h i n e r y and equipment 
on h i r e - p u r c h a s e b a s i s and a s s i s t s them in marke t ing t h e i r 
p r o d u c t s . 
D i r e c t o r o f I n d u s t r i e s ( D I s ) , t h e S t a t e S m a l l 
I n d u s t r i e s 
D e v e l o p m e n t C o r p o r a t i o n s ( S S I D O , and 
S t a t e F i n a n c i a l C o r p o r a t i o n s 
These a r e t h e major i n s t i t u t i o n s a t t h e s t a t e l e v e l . 
The DI IS t h e E x e c u t i v e Agency f o r s m a l l i n d u s t r i e s s e c t o r 
and f u n c t i o n s w i t h i n the o v e r a l l p o l i c y framework of 
Government of I n d i a . 
S t a t e S m a l l I n d u s t r i e s D e v e l o p m e n t C o r p o r a t i o n s 
( S S I D C s ) 
The S t a t e Small I n d u s t r i e s Development C o r p o r a t i o n s 
p r o v i d e s e r v i c e s by way of s u p p l y of raw m a t e r i a l s , 
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assistance in marketing and export of small scale sector 
products. They are also responsible for development of 
Industrial Estates and allotment of sheds/plots m 
Industrial Estates/Areas. Various incentive schemes of the 
Central/State Governments are also operated through SSIDCs. 
The SFCs provides term loans for the acquisition of fixed 
assets by small and medium units. 
District Industries Centres (DICs) 
The District Industries Centres provide the focal point 
at the district level for promotion of small, tiny, village 
and cottage industries. The DICs aim at providing essential 
services and support to small industries under one roof. 
At the beginning the Industries Development Bank of 
India (IDBI), National Bank for Agricultural and Rural 
Development (NABARD), and Industrial Finance Corporation of 
India (IFCI) provided refinance facilities to Banks and 
State Finance Corporations for financing small scale 
industries sector. Small Industrial Development Bank of 
India (SIDBI) as a separate apex bank was set up in April, 
1990, as the principal financial institution for the 
promotion, financing and development of industries in the 
small scale sector and to coordinate the functions of the 
institutions engaged in similar activities. The financial 
assistance by SIDBI is being channelised through existing 
credit delivery structure comprising State level 
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institutions and banks. Small Industrial Development Bank 
of India provides refinance credit to the small scale sector 
through State Financial Corporations and other eligible 
lending institutions at concessional rates of interest, 
depending upon the amount of loan. Various important 
financial schemes as applicable to small scale sector being 
operated through Small Industrial Development Bank of India 
include National Equity Fund, Single Window Scheme, 
Composite Loan Scheme, etc. 
3.5 Conelud ino Remarks; 
To conclude, Small Scale Industrial Sector has emerged 
as a dynamic and vibrant sector of the economy during the 
period 1973 to 1995. Due to several policy initiatives and 
policy support measures taken by the government from time to 
time, this sector has achieved a reasonable growth, in terms 
of broad characteristics like the number of units, value of 
production, employment and value of exports. The Small 
Scale Sector has also helped to achieve a growth in 
industrial employment, especially at a time when employment 
in the organised industrial sector has stagnant. 
REFERENCES 
1. R. Vankataraman, "Role of Planning in Development of 
Small Industries in India", Smal1 Scale Industries 
Development Commissioner. Smal1 Scale Industries. 
Government of India, published by the Ministry of 
Industrial Development, (ID tt IT), Nirman Bhawan, New 
Delhi, 1971, pp. 3-5. 
75 
2. "Basic Approach to Small Scale Industries", Smal1 Scale 
Industries. Development Commissioner Smal1 Scale 
Industries, op. cit.. pp. 129-33. 
3. Government of India, Planning Commission, Second Five 
Year Plan. 1956-57 to 1960-61, New Delhi, 1956, pp. 
431-32. 
4. Government of India, Planning Commission, Third Five 
Year Plan. op. cit., pp. 431-32. 
5. "Basic Approach to the Small Scale Industries in 
India", Smal1 Scale Industries, Development 
Commissioner, Smal1 Scale Industries, op. cit. p. 132. 
6. Government of India, Planning Commission, Fourth Five 
Year Plan. op. cit., p. 287. 
7. Ibid, pp. 287-88. 
8. Government of India, Planning Commission, Draft Fifth 
Five Year Plan - 1974-79, pp. 164-65. 
9. Ibid, pp. 165-66. 
10. Government of I n d i a , P lann ing Commission, S i x t h F i v e 
Year Plan - 1980-85, p. 188 . 
1 1 . I b i d , pp. 1 9 0 - 9 1 . 
12 . I b i d , p. 1 9 1 . 
13. Sovernment of India, Planning Commission, Seventh Five 
Year Plan - 1985-90, Volume II, New Delhi, October 
1985, pp. 99-100. 
14. Ibid, p. 100. 
15. Government of India, Planning Commission, Eighth Five 
Year Plan - 1992-97, Vol. II, pp. 132-33. 
16. "Opportunities in the Small Sector", Development 
Commissioner Smal1 Scale Industries. Department of SSI 
Sc ARI, Ministry of Industry, Nirman Bhavan, New Delhi, 
November 1994, pp. 40-41. 
17. Ibid, pp. 41-43. 
18. "Report on the Second All-India Census of Small Scale 
Industrial Units", Development Commissioner. Smal 1 
Scale industries, op. cit.. pp. 4-5. 
76 
chapter^ 
c M <=* R X E: R —-^ 
TRENDS I N SMALL SCALE INDUSTRY ( S S I ) EXPORTS 
1 9 7 0 - 7 1 - 1 9 9 4 - 9 5 
4.1 Introduct ion; 
We have noted in the preceding chapter the strategic 
importance of the small scale sector in the Indian economy. 
In the present chapter we attempt a detailed analysis of the 
small scale industry exports from India over the period 
1970-71 to 1994-95. This analysis is done against the 
background of India's overall exports in Section 4.2. 
Section 4.3 examines the performance of SSI exports by broad 
categories. The final Section summarizes the main 
conclusions of the chapter. 
4 . 2 G r o w t h o f S S I E x p o r t s ; 
India's exports of small scale industry products 
increased from Rs. 70 crores in 1970-71 to Rs. 29065 crores 
in 1994-95 registering thus an impressive rate of growth of 
about 24 per cent during the 25 years period. Table 4.1 
provides yearly growth of exports of SSI during this period 
against the background of trends in India's overall exports. 
It can be seen from Table 4.1 that exports from SSI 
dring the period under review fared better than overall 
:a.^i exports. India's total exports i ^ tS>%l^e^Jt!'msm.. Rs. 1535 
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crores in 1970-71 to Rs. 82674.11 crores in 1994-95 or by 
about 5286> per cent. This gave an average rate of growth of 
18.56 per cent per annum. Consequently, the share of SSI in 
total exports escalated from 4.56 per cent in 1970-71 to a 
little more than 35 per cent in 1994-95. For the period as 
a whole, the contribution of SSI exports to the country's 
total exports earnings stood at around 23 per cent per 
annum. 
However, a careful examination of year to year growth 
rate of SSI exports over the period of 25 years indicates 
that the growth did not come in a uniform manner. In fact, 
it was characterised with wide fluctuations until 1983-84. 
Thereafter it remained almost stagnant in the following 
three years and increased remarkably in 1987-88. But this 
trend did not continue for long and m 1988-89 the rate of 
growth declined substantially compared to the preceding 
year. In the remaining years SSI exports increased rapidly 
though at fluctuating rates. Decade to decade growth rate 
shows that exports almost stagnated during 1970s, and 1980s 
and picked up significantly in the first half of 1990s. 
Exports increased at an average rate of growth of 21.92 per 
cent per annum during 1970s at 21.26 per cent per annum 
during 1980s and at 31.12 per cent during the first half of 
1990s. During the same period India's overall exports 
increased at an average annual rate of growth of 17.67 per 
cent, 16.32 per cent and 24.65 per cent respectively. Thus, 
the rate of growth registered by India's total exports 
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during the period under review was lower than the 
corresponding rate of growth attained by exports of SSI. 
This IS also true if we compare the compound rate of growth 
of small scale industry exports and the total exports of the 
country during the period 1973-7A to 1994-95. During this 
period India's total exports increased at a compound growth 
rate of 16.3 per cent per annum while exports from SSI 
increased at a corresponding rate of growth of 21.4 per 
cent. 
4.3 Composi t ion of SSI Exports; 
Our discussion in the preceding section was confined to 
an aggregate view. In this section we make an attempt to 
consider how the overall trends relate to the performance of 
the major export categories/groups. Table 4.2 outlines 
changes in the rupee value of SSI exports by two broad 
categories - traditional and non-traditlonal. It reveals 
that between 1973-74 and 1994-95 exports of non-traditlonal 
items registered considerable increase within the category 
of SSI exports. It registered higher growth rate than the 
export of traditional items. During the whole period under 
consideration exports of non-traditional items increased at 
an annual average rate of growth of 24.55 per cent compared 
to the growth rate of 18.10 per cent for traditional items. 
It IS also evident from Table 4.2 that the export 
performance of the two categories differed in terms of 
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decade to decade growth rates. During the period 1973-74 to 
1979-80 average annual exports of the traditional goods from 
SSI sector amounted to Rs. 156.14 crores while the 
corresponding value of exports of non-traditlonal goods was 
Rs. 719.17 crores. The average annual rate of growth in 
traditional exports at 20.73 per cent was less than the 
corresponding rate of growth in non-traditional exports at 
24.65 pe'r cent. Thereafter, in the decade 1980s the level 
of traditional exports of the SSI sector averaged Rs. 237.49 
crores per annum while exports from the non-traditlonal 
goods averaged Rs. 3182.13 crores. The average annual rate 
of growth in traditional exports at 8.01 per cent was 
significantly lower than the corresponding rate of growth in 
non-traditional exports at 20.36 per cent. During the 
period 1990-91 to 1994-95 the level of traditional exports 
of the country averaged at Rs. 866.20 crores per annum while 
exports from non-traditlonal goods averaged at Rs. 18275.29 
crores per annum. The average annual rate of growth in 
traditional exports at a little more than 31 per cent, was 
almost the same as that of non-traditional exports. 
During the period 1973-74 to 1994-95 the compound 
annual rate of growth of traditional exports from SSI sector 
came to be 11.6 per cent compared to the growth rate of 24.7 
per cent for non-traditlonal category. Thus, non-
traditional category of exports established itself as 
important exportable. This is also established from their 
share in the total SSI exports which increased over the 
84 
period (Table 4.3). 
The above analysis drives home the point that the 
export efforts of SSI sector in India have been properly 
geared m tune with the required emphasis on non-traditional 
items of export which is also a national priority. To 
provide further evidence regarding this trend in the export 
pattern, Table 4.4 outlines changes in the rupee value of 
SSI exports of selected traditional and non-traditlonal 
items for selected years. The selection of years as well as 
that of commodities has been limited due to the non-
availability of comparable data. The commodities selected 
for this purpose under traditional and non-traditlonal 
groups are as follows: 
Traditional Items - 1) Semi-finished leather, 2) Cashew 
kernel and cashew nutshell liquid, 3) Lac, 4) Spices, Spice 
oils and Oleoresins etc. 
Non-traditional Items - 1) Engineering goods, 2) Basic 
chemicals, pharmaceuticals and cosmetics etc., 3) Chemicals 
and Allied Products, 4) Plastic products, 5) Finished 
leather and leather products, 6) Marine Products, 7) 
Processed Foods, 8) Woollen garments and knit wears, 9) 
Sports goods, 10) Readymade garments, 11) Rayon and 
Synthetic products, 12) Processed tobacco snuff and Bidi. 
It can be noticed from Table 4.4 that during the period 
under study the earnings from export of non-traditlonal 
85 
P e r c e n t a g e Share of T r a d i t i o n a l and N o n - t r a d i t i o n a l 
Commodity Group in Tota l SSI Exports : 1973-74 t o 
1994-95 
Year 
(1) 
Traditional goods Non-traditional goods Total 
(2) (3) (4) 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
Annual Average 
1973-80 
1980-90 
1990-95 
1973-95 
17.56 
20.89 
31.39 
25.07 
25.36 
14.87 
14.11 
9, 
9, 
7, 
7, 
9, 
49 
OB 
18 
24 
62 
10.07 
N.A. 
7.39 
5.73 
4. 
4, 
4, 
4, 
4. 
82 
66 
33 
12 
62 
4.74 
21.32 
7.85 
4.49 
11.54 
82.44 
79.11 
68.61 
74.93 
74.64 
85.13 
85.89 
90.51 
90.92 
92.82 
92.76 
90.38 
89.93 
N.A. 
92.61 
94.27 
95.18 
95.34 
95.67 
95.88 
95.38 
95.26 
78 .68 
92 .15 
95 .51 
88 .46 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
N.A, 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
Note : Annual Average refers to the simple arithmatic average 
Source: Calculated from the data given in Table 4.2. 
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goods registered higher expansion compared to that of 
traditional goods in absolute terms. However, within the 
two broad categories, export performance varied 
substantially from commodity to commodity. Among 
traditional items, exports of spices and cashew karnel and 
cashew nutshell liquid experienced continous growth while 
that of lac registered a fluctuating trend. Within non-
traditional categories exports of engineering goods, 
finished leather, readymade garments, rayon and synthetic 
products, plastic products and processed tobacco registered 
a continous and rapid expansion. The remaining principal 
non-traditional exports wittnessed fluctuating trends. 
Accordingly the contribution of different commodities to the 
total exports from the SSI also varied widely. 
Table 4.5 gives the percentage share of the selected 
traditional and non-traditional items in the total exports 
from the small scale sector. It shows that from 20.36 per 
cent in 1974-75, the share of traditional goods declined to 
7.24 per cent in 1983-84 and thereafter however, around 4.5 
per cent. Similar trends are also visible in the case of 
individual commodities within this group. The share of non-
traditional goods increased from 79.64 per cent in 1974-75 
to 95.67 per cent in 1991-92 and remained more or less at 
that level in the remaining years of the individual items, 
the share of readymade garments increased continously while 
that of others fluctuated widely. 
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The growing importance of some of the selected items of 
exports from the SS sector is also established by the 
contribution to the total export of the commodity concerned 
from the country. Table 4.6 lists India's exports of some 
principal commodities in selected years while Table 4.7 
shows the contribution of SSI to such exports during the 
same period. With the help of information contained in 
these Tables and the earlier ones, the export experience of 
selected items can be summarised as follows: 
1. Engineering good - In 1974-75 engineering goods were the 
second largest item of India's SSI sector exports with the 
value at Rs. 104.73 crores. In percentage terms, they 
accounted for 30 per cent of the total engineering exports 
in that year. In 1994-95 exports of engineering goods from 
SSI reached to Rs. 2325 crores but as a proportion of total 
exports declined to 21.66 per cent. 
2. Basic Chemicals, Pharmaceuticals & Cosmetics - Exports 
of basic Chemicals, pharmaceuticals and cosmetics from the 
SSI sector amounted to Rs. 14.94 crores in 1974-75. It 
increased to Rs. 2676.15 crores m 1994-95. Its share in 
total exports of these items increased from 20.83 per cent 
to 50.0 per cent in the same period. 
3. Chemicals and Allied Products - Exports of chemicals 
and allied products from SSI sector was Rs. 5.50 crores m 
1974-75 which increased to Rs. 237.67 crores in 1994-95. 
ftjt its share m total exports of this product declined from 
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7.86 per cent in 1974-75 to 3.90 per cent in 1994-95. 
4. Plastic Products - Export of plastic products increased 
strikingly and relatively in a smooth and even manner. In 
1974-75 its export value was Rs. 6.5 crores which increased 
to Rs. 356.10 crores in 1994-95. In percentage terms its 
share in total exports increased from 41.98 per cent in 
1974-75 to 53.30 per cent in 1994-95. 
5. Finished Leather and Leather Products - In 1974-75, 
finished leather and leather products were the largest item 
of the India's SSI exports with its value at Rs. 159.12 
crores. It increased to Rs. 4400.46 crores in 1994-95. In 
percentage terms, they accounted for 70.08 per cent in 1974-
75 and 90 per cent in 1994-95 of total exports of these 
products. 
6. Marine Products - Export of this item increased from 
Rs. 43.78 crores in 1974-75 to Rs. 664.51 crores in 1994-95. 
In percentage terms it accounted for 57.37 per cent in 1974-
75. But thereafter its export started shrinking in relative 
terms reaching a figure of 18.58 per cent in 1994-95. 
7. Processed Foods - Export of processed foods increased 
continuously from Rs. 8.60 crores in 1974-75 to Rs. 1761.66 
crores in 1994-95. Their share in total export of these 
products increased from 20 per cent in 1974-75 to 60 per 
cent in 1994-95. 
8. Woollen Garments and Knitwear - The export of woollen 
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garments and knitwear from SS sector increased continuously 
from Rs. 19.27 crores in 1974-75 to Rs. 319.76 crores in 
1994-95. Its share in total exports of these products 
declined from 100 per cent in 1974-75 to 32.44 per cent in 
1994-95. 
9. Sports Good - Export of sports goods increased from Rs. 
10 crores in 1974-75 to Rs. 179.91 crores in 1994-95. It 
accounted from 100 per cent exports of sport goods from the 
country during the period 1974-75 to 1994-95. 
10. Readymade Garment - During the period 19B1-82 to 1994-
95 readymade garments was the largest item of India's SS 
sector exports. It increased strikingly and relatively in 
more smooth and even manner. From Rs. 52.32 crores in 1974-
75, exports of readymade increased to Rs. 13245.40 crores in 
1994-95. Equally spectacular was the rise in their share in 
total exports of such products from 40 per cent in 1974-75 
to 95 per cent in 1994-95. 
1 1 . Rayon and S y n t h e t i c Products - From Rs . 2 . 0 6 c r o r e s i n 
1974-75, e x p o r t s o f r ayon and s y n t h e t i c p r o d u c t s f r o m SSI 
s e c t o r i nc reased t o Rs . 1416.95 c r o r e s i n 1 9 9 4 - 9 5 . In 
percentage te rms i t amounted f o r 90 .74 p e r c e n t o f t o t a l 
e x p o r t o f t h i s p r o d u c t s i n 1974-75. But t h e r e a f t e r , i t s 
e x p o r t s s t a r t e d s h r i n k i n g i n r e l a t i v e t e r m s r e a c h i n g a 
f i g u r e o f 56 .77 p e r c e n t i n 1994-95. 
12 . Processed Tobacco Snuff and B i d i - E x p o r t s o f t h i s i tem 
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from SSI sector was Rs. 1.56 crores m 1994-95 and increased 
to Rs. 111.82 crores in 1994-95. The relative contrxbution 
of processed Tobacco and snuff and Bidi declined from 83.87 
per cent m 1974-75 to 41.75 per cent in 1994-95. 
Total non-traditlonal exports from SSI sector were Rs. 
428.41 crores in 1974-75 and increased to Rs. 27690.39 
crores m 1994-95. The relative contribution in total 
exports of such items from India increased from 42.05 per 
cent in 1974-75 to 54.05 per cent in 1994-95. 
13. Cashew Kernels and Cashew-nut shell Liquid - Exports 
of this item from SSI sector increased substantially from 
Rs. 99.59 crores in 1974-75 to Rs. 1244.26 crores in 1994-
95. The relative contribution of cashew kernel and cashew 
nut shell liquid in export earnings rose from 83.38 per cent 
in 1974-75 to 100 per cent in 1994-95. 
14. Lac - Exports of this item from SSI sector also 
increased substantially from Rs. 9.93 crores m 1991-92 to 
Rs. 72.77 crores in 1994-95 The relative contribution of 
Lac also rose from 40.83 per cent in 1974-75 to 100 per cent 
m 1994-95. 
15. Spices, Spice Oils and Oleoresins etc. - From Rs. 3.63 
crores in 1981-82, exports of spices, spice-oils and 
oleoresins etc. increased to Rs. 6073 crores in 1994-95 from 
QQJ ^pptOTi In percentage terms, it accounted for 70.76 per 
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cent of total exports of this item in 1981-82, decreased to 
10 per cent in 1994-95. 
4.4 ConcludinQ Remarks; 
Summarising, we can say that exports from SSI during 
the period 1970-71 to 1994-95 fared better than overall 
exports from the country. But it did not increase in a 
steady manner and the trend uias widely fluctuating. 
There were wide variations in the pattern of growth of 
individual commodities and as a result the share in total 
exports varied over time. Broadly, the trend was more in 
favour of non-traditional items and they contributed major 
part of the total export earnings of the small scale sector. 
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chapter 5 
C M <^ R X E R — 5 
PROBLEMS AND PROSPECTS OF INDIA'S EXPORTS OF 
SMALL SCALE INDUSTRY (SSI) 
5.1 In t roduc t i on; 
The detailed analysis of India's exports from the small 
scale sector in the preceding chapter suggests that the 
increase m exports can not be regarded as satisfactory. 
Exports have yet to record a steady trend. Our objective in 
this chapter is, therefore, to make an attempt to identify 
the factors that affect exports and prevent them from 
settling down to a trend. This will also enable us to 
examine the prospects and suggest methods to improve the 
export prospects. 
Exports from the small scale sector face two sets of 
problems: (1) external such as tariff barriers, quantitative 
and other import policy restrictions particularly in the 
developed markets of the world; (2) internal, that includes 
mainly the problems of production and export marketing. 
Among the former, tariff and non-tariff barriers are 
likely to gradually disappear in a large number of cases 
following the latest round of GAT accord and the 
establishment of the WTO. However, internal factors are no 
less significant. Therefore, in the following pages, we 
attempt to analyse the influence of these factors mainly in 
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the qualitative terms. Such an analysis is all the more 
important in view of the initiation of the process of 
economic liberalisation in India. The small scale sector is 
now more exposed to competition and therefore, the emphasis 
in future will have to be on the development policies and 
programmes which will promote accelerated growth and 
competitiveness rather than protection. 
5.2 Problems of Exports; 
Problems of India's exports of small scale sector may 
be considered broadly under the following heads: 
i) Limited availabi1ity of quality raw materials - A major 
problem of exports of the small scale industries is the very 
limited supply of raw materials of the right type. As a 
result this sector is not in a position to produce quality 
products at competitive prices. They are also not in a 
position to plan their production programme on a firm 
basis. The allocation of scarce raw materials to this 
sector has always fallen far short of requirements resulting 
in the large under-uti1isation of capacity in several small 
enterprises which cannot afford to buy raw materials at 
prohibitive prices from the open market in order to work to 
their full capacity. Small industries were being allocated 
scarce raw materials (both indigenous or imported) by the 
development wing of the Ministry of Commerce and Industry 
upto the year 1957. Subsequently, the Development 
Commissioner (SSI) and State Directors of Industries were 
102 
entrusted with the responsibility of assisting small 
industries in obtaining scarce indigenous raw materials and 
of sponsoring their application for imported raw materials, 
components and parts. The Small Scale Industries 
Development Organisation <SSIDO) represents small scale 
sector of Industry as a whole and is consulted by Ministry 
of Industrial Development and Internal Trade, Chief 
Controller of Imports and Exports and the Iron and Steel 
Controller. It tries to procure adequate allocation of raw 
materials and foreign exchange for the entire small 
industries sector and allocate the same to different states. 
The SSIDO also gives general directions regarding priorities 
to be observed in the allocation of raw materials to the 
units in the small scale industries sector. With regard to 
the availability of foreign exchange for importing non-
ferros metals, various chemical raw materials, etc., 
attention is being given in consultation with the Chief 
Controller of Imports and Exports. However, the efforts 
made so far have met with limited success and it is in view 
of the chronic nature of the problem that the Lokanathan 
Committee on Scarce Raw Materials appointed in 1966, had 
recommended, that, the requirements of the small scale 
sector should be assessed by the State Director of 
Industries in collaboration with the SSIDO, so as to ensure 
a more equitable allocation of scarce raw materials between 
the large scale and small scale sectors of the Industry . 
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i i ) Inadequate F inance and Credit - Inadequate Finance and 
Credit IS another f a c t o r that i n h i b i t s the growth of I n d i a ' s 
exports from the smal l s c a l e s e c t o r . This s e c t o r require 
c r e d i t and f i n a n c e t o acquire c a p i t a l a s s e t s , t o o b t a i n and 
stock the raw m a t e r i a l s and for h o l d i n g the f i n i s h e d 
products pending s a l e s and a f t e r despatch of such products 
u n t i l the s a l e p r o c e e d s are rece ived from the buyers and to 
meet day t o day e x p e n s e s . But i t has a lways been s u f f e r i n g 
on account of the resource crunch. The I n d u s t r i a l 
Development Bank of India and Sta te Bank of India and i t s 
s u b s i d i a r i e s , b e s i d e s other commercial banks , provide 
f inance for e x p o r t on d i f f e r e n t terms and c o n d i t i o n s . The 
Indus tr ia l Development Bank of India has in troduced a scheme 
for d i r e c t f i n a n c i a l a s s i s t a n c e to the e x p o r t s in g e n e r a l , 
in p a r t i c i p a t i o n wi th the approved commercial banks . I t s 
scheme p r o v i d e s c r e d i t for export during the pre-shipment 
and pos t - sh ipment s t a g e s for the per iod of s i x months and on 
the b a s i s of e x p o r t performance and f i n a n c i a l guarantees 
i ssued by the Export Credit and Guarantee Corporat ion on 
2 
behalf of the exporters . The pre and post-shipment credit 
IS made available to the small exporting units on the same 
terms and conditions as to the large ones, whereas, the 
operational limitations of the former compared to the latter 
establish a case for concessional terms and conditions of 
these loans. In Japan, loans were given in early stages to 
the smaller enterprises free of interest for export 
production. In South Korea, export related bills are 
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subject to rediscounts upto 90 per cent of the loan amount 
at the extra ordinary low rate of 3.5 per cent per annum. 
It IS, therefore, essential that in India comparative 
differential in interest on bank loans m favour of small 
scale units should also be reflected in that for export 
finance given to them . 
Ill) Poor Qualitv of Product - The manufacturing of export 
worthy-products in respect of product designing, product 
quality, packaging and other allied services etc. are the 
major problem for promotion of exports from small scale 
industries. SSIDO and its Industrial Design Cell provides 
assistance to the small scale units manufacturing electrical 
appliances, utensils, furniture and other utility articles. 
The experts working in this cell assist the small exporters 
right from the stage of preparation of blueprint to that of 
manufacturing the final products. A number of products 
designed by them like thermos flask, tiffin carrier and 
certain varieties of wooden furniture have been produced on 
commercial scale and found ready export markets. In 
addition, the Electrical Measuring Instruments Design Centre 
has been set up m Bombay by the SSIDO with aid from the 
U.N. This centre assists and guides small manufacturers in 
producing different varieties of electrical measuring 
instruments, both for domestic and export markets. At the 
state level, there are quality marketing centres operated by 
the State Governments to provide valuable services to small 
manufacturers in the specified product lines m respect of 
10 5 
testing facilities and quality assessment at nominal prices, 
certificates issued by these centres are accepted by 
appropriate authorities for the purpose of pre-shipment 
inspection of goods for export. The extension centres of 
S5ID0 render technical assistance and help to small scale 
units in producing goods for export by way of suggesting 
more useful technical processes, better plant lay-out, 
saving of materials, more dependable testing apparatus 
etc., with a view to achieving cost economies and quality 
improvement. Their assistance has proved of considerable 
value to a number of small scale units in improving the 
quality of their export products and enabled them to 
4 
contribute to export earnings of the country . Though 
development of new and better designs is an important factor 
for increasing sales in the sophisticated world markets, 
governmental services m this respect are yet inadequate. 
IV) Lack of Export Training and Consultancy Services - The 
lack of coordinated effort in the direction to conduct 
export training courses for small scale industrialists and 
poor quality in the consultancy services in the field of 
export business are the major problems for exports of small 
scale industries. 
The Indian Institute of Foreign Trade (IIFT) organises 
training courses in export marketing on regular and adhoc 
basis for benefit of all the exporters. It sometimes 
organises such courses for small industry exporters alone. 
10& 
The SSIDO conducts expor t t r a i n i n g c o u r s e s f o r s m a l l s c a l e 
i n d u s t r i a l i s t s e x c l u s i v e l y and renders t o them c o n s u l t a n c y 
s e r v i c e s in the f i e l d of export b u s i n e s s . I t s o f f i c e r s 
e x p l a i n and a s s i s t such e x p o r t e r s in - u n d e r s t a n d i n g the 
p r i n c i p l e s and p r a c t i c e s of export market ing; and h e l p in 
export p r i c i n g , p r e s e n t a t i o n , preparat ion of c a t a l o g u e s , 
e t c . In performance of i t s c o n s u l t a n c y s e r v i c e s , the SSIDO 
undertakes i d e n t i f i c a t i o n of the p r o s p e c t i v e expor t p r o d u c t s 
and export markets . At the s t a t e l e v e l are a l s o the S t a t e 
Export Corporations in c e r t a i n c a s e s and the expor t wings of 
Small I n d u s t r i e s Development Corporat ions in some o t h e r 
c a s e s . The c o r p o r a t l o n s / w i n g s undertake promot iona l 
a c t i v i t i e s inc lud ing arrang ing and c o o r d i n a t i n g f a c i l i t i e s 
for export product ion and market ing , for s m a l l i n d u s t r y 
produc t s in t h e i r r e s p e c t i v e a r e a s . Some of them have s e t 
up d i s p l a y windows and adopted v a r i o u s p u b l i c i t y measures in 
d i f f e r e n t fore ign c o u n t r i e s wi th the a s s i s t a n c e r e c e i v e d 
from the State Governments. Some among them a l s o undertake 
f o r e i g n market r e s e a r c h / s u r v e y s , arrange v i s i t s by 
i n d u s t r i a l i s t s t o the f o r e i g n markets f o r c r e a t i n g a 
favourable image of t h e i r expor t products and a l s o for 
c a n v a s s i n g b u s i n e s s f o r the same . 
However, the development of export t r a i n i n g and 
c o n s u l t a n c y s e r v i c e s i s an important f a c t o r for i n c r e a s i n g 
s a l e s in the o v e r s e a s m a r k e t s . Government e f f o r t s in t h i s 
regard are yet i n a d e q u a t e . 
107 
V) Inadequate Participation in International Trade Fairs ^nd 
Etfhibitians - Uack af proper and recjular participation m 
International Trade Fairs and Exhibitions is also one of 
the problems that hinder the rapid exports of small scale 
industries. 
The Ministry of Foreign Trade renders a number of 
services to exporters in the field of export publicity and 
exhibitions. Besides, there is an Indian Council of 
International Trade Fairs and Exhibitions, which is an 
autonomous body sponsored by the Government of India for 
encouraging and facilitating the participation of exporters 
in the selected trade fairs and exhibitions held in 
different parts of the world. The agencies helping small 
industry ewporters eKclusively in this direction include the 
SSIDO, STC and NSIC*^. 
Inspite of these incentives for encouraging and 
facilitating the participation of exports in the Trade Fairs 
and Exhibitions, the existing autonomous body called as 
Indian Council of International Trade Fairs and Exhibitions 
provides less opportunities and counselling assistance. 
vi) Inadequate Managerial and Technical Assistance -
Adequate supply of efficient Managerial and Technical 
Assistance is indispensable for the promotion of exports. 
This has been also one of the major problems for soeecv 
exports from small scale industries. 
lOB 
As a result of the constant and vigorous efforts of 
the SSIDO through its institutes in different states, a 
number of entrepreneurs have set up several small 
enterprises all over the country. These entrepreneurs, 
however, need guidance and training in management. A cadre 
of officers of the SSIDO specially qualified in management 
techniques and practice have trained a large number of small 
industrialists in various branches of business and 
industrial management through series of well-planned 
training courses organised at various centres of industrial 
and commercial importance in the country. With the 
advancement of technology, small industries have made 
commendable efforts to modernise their methods of 
production, management and marketing and have achieved 
considerable success in many lines of production. 
Programmes of assistance such as the hire-purchase of 
machinery provided by the National Small Industries 
Corporation Ltd., technical consultancy services, training 
in technical trades, provision of improved designs, 
development of prototypes etc. provided by the Small 
Industries Service Institute of the SSIDO have been 
instrumental in making a majority of small enterprises 
technically competent and economically viable units. 
Moreover, small enterprises have also been enabled to enter 
many new lines of production . 
vii) Lack of Export Market ino Groups - Lack of proper and 
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adequate marketing facilities is one of the problems that 
hinder the exports of small scale industries. The 
handicaps of small industries in relation to exports can be 
overcome, to a large extent, by promoting the concept of 
collective functioning among them combining the function of 
various units as one group can result in lower cost of 
marketing operations, easy procurement of finance and 
credit, timely execution of bulk export orders etc. 
Export marketing groups or export consortia have 
reportedly been operating successfully in several countries. 
For example, there is a General Export Association in 
Sweden, whose main function is to "find buyers abroad for 
individual Swedish exports, enlighten them on market 
conditions and provide, them with opportunitips to exhibit 
their products at International Trade Fairs". Irregular 
efforts have been made in India for establishment of export-
marketing groups or export consortia. Besides the consortia 
of large-scale manufacturers like the Indian consortium for 
undertaking transmission line projects and the Indian 
consortium of power cables, efforts are also being made to 
organise export-marketing group/consortia of the small 
manufacturers . 
viii) Non-availability of New Technology - For many small 
scale units, inability to take advantage of the latest 
technology and skilled personnel add to their 
incompet1t1veness thereby hindering any progress in entering 
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export markets. Large manufacturers or trading houses 
rarely pass on any benefits to small scale units to enhance 
9 their competitiveness . 
ix) Lack of Coordinated Programme - Last but not least, 
the lack of coordination between large and small units is 
also one of the major problems that hinder the rapid exports 
of small industries. 
The need for stepping up exports is obvious. Both 
sectors, large as well as small, have to contribute each in 
their own way, to large exports from the country. The small 
scale sector, despite its significant contribution to the 
national economy, has not so far played its due role in the 
development of exports. This calls for a comprehensive and 
coordinated programme to generate additional exports from 
this sector. It is also essential that small industries 
themselves take a more positive and direct interest in 
developing exports. The development of new relationship 
between the large and small industries is essential. 
Perhaps this aspect needs more focus in order to understand 
the present status and future role. 
5.3 Export Prospects: 
World market offers great prospects for Indian exports 
of small scale industries provided the difficulties 
enumerated above are removed and an all out effort is made 
to take full advantage of the opportunities that exist. Ule 
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have the natural resources, technical and managerial 
manpouier, a well developed machinery sector and, above all, 
abundant labour at reasonable cost. The small scale sector 
in India now produces a wide range of products varying from 
simple consumer goods to sophisticated products and there 
are many areas in which India has comparative cost advantage 
and can make a mark in the international market. These 
include leather goods, readymade garments, plastic products, 
gems and jewellary, handicrafts and the like. 
The prospects for exports from this sector are, 
however, dependent on several factors. Some of the 
important ones are given below: 
i) Removal of Production bottlenecks - Since export is 
largely a function of production, constraints on 
production, where these exist, have to be removed. The 
immediate needs are to ensure adequate supply of raw 
materials and essential inputs to exporting units at 
international price. Infrastructural facilities must be 
improved particularly in sectors like transport and supply 
of power. Wherever exports are handicapped on account of 
non-availabi11ty of large exportable surpluses after meeting 
the domestic demand, it is essential that the production 
base be enlarged and modernised. 
ii) Product Development and Improvement in Qualitv -
Development of products and improvement in their quality are 
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another factor that will largely determine the prospects of 
India's exports from the small scale sector. A small unit 
to sell its products in the international market has to face 
a stiff competition. The consumer abroad expects a level of 
quality and standard which ought to be maintained by the 
SSI. This is more so in the days of international quality 
standards. Moreover, these units have to constantly observe 
and adjust to the changing needs and tastes of the consumer 
abroad with proper regional market segmentation. Marketing 
and consumer research provide panaces to this, but this is 
luxurious and stands as a burden on the small units. 
Therefore, the small units with export orientation should 
form into organised groups so as to enable themselves 
conduct necessary market research. Besides, arrangements 
are to be mads for the rationalisation of product designs 
and to disseminate the information about the update product 
designs which have excellent market potential. 
iii) Modernisation of SSI Units - Modernisation of SSI 
units needs a special emphasis, to maintain the standard and 
quality of SSI products at par with the international 
standards. There has been a repeated hue and cry that the 
SSI sector uses obsolete machinery. Financial handicap and 
lack of knowledge about the latest technology may be the 
basic reason for this. Government, identifying the need for 
more investment for export oriented small units, has fixed 
Rs. 75 lakhs as maximum investment limit for an export 
oriented SSI unit. In view of the challenges due to 
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liberalisation and globalisation the investment limit for 
SSI units needs further upuiard revision. This will 
increase adoption of more capital intensive new technologies 
for maintaining competitive parity within and outside the 
country. Efforts in this regard are inadequate. Therefore, 
steps should be taken to provide liberal credit to the 
export oriented SSI units so as to enable them to equip 
themselves for facing the challenges of international 
markets. The recent small industry credit policy of the 
government is a welcome feature in this regard. 
iv) Qual1tv control m conformity with Global Markets -
The foreign buyers do not differenciate between the goods 
manufactured by a small scale unit and large scale unit as 
regards quality. To maintain and improve the share of the 
market the quality of the products delivered to the 
customers abroad should conform to the sample and design 
shown to them for obtaining the order. To take only the 
garment and leather goods sub-sectors, while exports are 
rapidly expanding the western foreign buyers have often 
resort to implement a tight quality inspection programme 
with frequent visits to factories in India. Yet, the 
percentage of rejections are considerable as seen in the 
diversion to the domestic market. The issue of maintaining 
the quality of the product should draw the utmost attention 
of the entrepreneurs. Recognising that the individual 
entrepre- neurs are not in a position to establish 
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laboratories to test the product. Small Industries 
Development Organisation (SIDO) has set up regional testing 
centres to provide general as well as product oriented 
testing facilities for mechanical, metallurgical, chemical 
and electrical goods. These testing facilities need a more 
spread and coverage to serve the needs of the SSI units 
located in the remote areas of the country. Moreover, 
quality consciousness programmes have to be organised to 
create the sense of quality maintenance among the SSI 
entrepreneurs. 
v) Marketing - Marketing is a very essential ingredient 
of export strategy and so far adequate attention has not 
been given to this aspect. We cannot afford to ignore or 
overlook this important aspect of export promotion. This 
would involve frequent visit to foreign markets by exports 
for conducting market surveys, feasibility studies, 
appointments of marketing agencies and even tie-ups with 
foreign firms. 
Adequate attention is required to be paid to provide 
marketing facilities to the small entrepreneurs for a better 
export performance of the SSI sector. Export marketing 
throws varied and complex challenges especially in the 
initial stages of entering the international markets. 
Therefore, need be taken to provide infrastructural 
facilities in marketing SSI products abroad. In addition 
the Small Industrialists Association and the Government 
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should take steps to inculcate export consciousness among 
small entrepreneurs. Then only the export potential of the 
sector can be optimally utilised. In the country like India 
where SSI units and cottage industries are known for their 
products of artistic value, creation of export consciousness 
IS the basic spring force for export promotion. 
VI) Promotion of Sub-contractino - In Japan sub-contractinc 
by the SSI units is the major reason for the survival anc 
success of such units. Dualism in the economy providing for 
mutually benefitial and interactive coexistence of capital 
intensive, high wage, highly productive, large and heavy 
industries on the one hand, and labour intensive, low wage, 
less productive small scale enterprises on the other hanc 
has been a marked feature of Japanese development till ver> 
recently. Sub-contracting is a practice of entrusting th€ 
manufacture of spares and components required by large 
industries to the SSI units. The trend towards closer anc 
greater relationship between large enterprises and small 
enterprises is likely to be strengthened through sub-
contracting. Due to high manufacturing costs in westerr 
countries, large firms prefer to sub-contract th« 
manufacture of components and parts of a machine to the SSI 
units before they are fitted into the final product, 
Therefore, as a prerequisite for promoting sub-contracting e 
viable and competitive component market is to be developed, 
With the development of technical skills in India in the 
recent past, the SSI sector is m a position to undertake 
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such sub-contracting but the opportunities are less tapped. 
The Small Industry Association should be encouraged to 
establish sub-contracting exchanges for the collective 
benefit. Efforts are needed in this direction from the 
side of the government and the SSI units in same accord. 
VI1) Formation of Export Consortia and Promotion Counci 1 -
The problems encountered by the SSI units in the export 
arena can be largely overcome through a collective effort. 
To put forward a combined and a group approach, for the 
maximisation of export opportunities, the SSI units should 
form themselves into export groups or consortia. Such 
efforts will facilitate better market information sharing, 
improved packaging, organisation of trade fairs for export 
promotion, joint marketing ef'forts, better bargaining etc. 
The Export Promotion Councils should be re-energised and re-
organised to give adequate representation to the SSI units 
on its policy formation bodies. Through assistance to SSI 
units. Vital export information and data need to provided 
through separate panels of such councils after tailoring 
said information to suit the requirements of units. 
viii) Reorientation of Marketinq Division of SIDQ - The 
Small Industries Development Organisation (SIDO), with 26 
SSI service institutes, branch SISs and extension counters, 
provides techno-managenal assistance and extension services 
to the SSI. The marketing division of SIDO has been created 
to provide guidance to SSI units in internal marketing, 
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externa l marketing and market i n t e l l i g e n c e . The f u n c t i o n s 
of t h i s d i v i s i o n be r e o r i e n t e d so as t o c o o r d i n a t e the 
a c t i v i t i e s of d i f f e r e n t a g e n c i e s engaged in the promotion of 
SSI e x p o r t s . I t should a l s o act as an apex o r g a n i s a t i o n to 
d i r e c t the e f f o r t s of smal l e x p o r t e r s . 
5 . 4 C o n c l u d i n Q R e m a r k s ; 
The above d i s c u s s i o n on problems of I n d i a ' s e x p o r t s 
from small s c a l e s e c t o r s u g g e s t s that l i m i t e d a v a i l a b i l i t y 
of q u a l i t y r a w - m a t e r i a l s , inadequate f i n a n c e and c r e d i t , 
poor q u a l i t y of p r o d u c t s , i n s u f f i c i e n t e x p o r t t r a i n i n g and 
consul tancy s e r v i c e s e t c . are some of the important f a c t o r s 
that a f f e c t e x p o r t s a d v e r s e l y . P r o s p e c t s f o r I n d i a w i l l , 
t h e r e f o r e , g r e a t l y depend on how far Ind ia can s u c c e e d in 
t h e s e various s p h e r e s . In other words , expans ion of 
expor t s w i l l n e c e s s a r i l y be governed by f a c t o r s such as 
p r i c e , q u a l i t y , t e c h n o l o g y , and a g g r e s s i v e m a r k e t i n g . 
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chapter 6 
C M *=^  R X E: f=K — 6=> 
C O N C L U S I O N S 
Me are now in a position to bring together the main 
conclusions of our study. The study shows that the 
importance of exports in the development of the Indian 
economy is significant. In fact, during the course of 
economic planning export earnings have acquired increasing 
importance for sustaining economic development. Exports are 
essential to meet the challenges of mounting expenditures on 
imports, accumulating debt service payments and the bleak 
prospects of concessional aid. Exports are also necessary 
to make efficient utilisation of resources possible. In 
short foreign exchange earnings derived from exports are 
vital for promoting overall economic development without 
sacrificing country's self reliance. 
It IS, therefore, essential that India must devise 
ways and means to promote export from every sector to earn 
the much needed foreign exchange. Small Scale industries in 
this respect constitute the most promising sector of export 
earnings. 
The small scale industry today constitutes a very 
important segment of the Indian economy. Due to several 
policy initiatives and policy measures taken by the 
government from time to time, this sector has achieved a 
reasonable growth in terms of broad characteristics like the 
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number of units, value of production, employment and value 
of exports. 
EKports from this sector amounted to Rs. 70 crores in 
1970-71. It increased to Rs. 29065 crores in 1994-95 
registering an impressive rate of growth of 24 per cent 
during the 25 years period. As against this, the overall 
exports from India during this period increased at an 
average rate of growth of 18.56 per cent per annum only. 
Consequently the share of small scale industry in total 
exports increased from 4.56 per cent in 1970-71 to a little 
more than 35 per cent m 1994-95. This is also true if we 
compare the compound rate of growth of small scale industry 
exports and the total exports of the country during the 
period 1973-74 to 1994-95. During this period India's total 
exports increased at a compound growth rate of 16.3 per cent 
per annum while exports from SSI increased at a 
corresponding rate of growth of 21.4 per cent. With the 
growth in SSI product exports, a structural change in the 
commodity competition also took place. The non-traditlonal 
items registered higher growth rate than the export of 
traditional items. During the period under consideration 
exports of non-traditlonal items increased at an annual 
average rate of growth of 24.55 per cent compared to the 
growth rate of 18.10 per cent for traditional items. During 
the period 1973-74 to 1994-95 the compound annual rate of 
growth of traditional exports from SSI came to be 11.6 per 
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cent compare to the growth rate of 24.7 per cent for non-
traditional category. Thus, non-traditional category of 
exports established itself as important exportable. 
Within non-traditlonal categories exports of 
engineering goods, finished leather, readymade garments, 
rayon and synthetic products, plastic products and processed 
tobacco registered a continuous and rapid expansion. The 
remaining principal non-traditional exports uJitnessed 
fluctuating trends. Accordingly, the contribution of 
different commodities to the total exports from the SSI also 
varied widely. 
However, export from the small scale sector during the 
period under study failed to record a steady trend. This 
was mainly due to : 
(1) limited availability of quality raw materials; 
(2) inadequate finance and credit; 
(3) poor quality of product; 
(4) lack of export training and consultancy services; 
(5) poor participation in international trade fairs and 
exhibitions; 
(6) inadequate managerial and technical assistance; 
(7) lack of export marketing groups; 
(9) non-availabi11ty of new technology, and 
(9) lack of coordinated programmes. 
Morld market offers great prospects for Indian exports 
of small scale industries. We have the natural resources, 
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technical and managerial manpower, a well developed 
machinery sector and, above all, abundant labour at 
reasonable cost. The small scale sector in India now 
produces a wide range of products varying from simple 
consumer goods to sophisticated products and there are many 
areas in which India has comparative cost advantage and can 
make a mark in the international market. These include, 
leather goods, readymade garmets, plastic products, gems 
and jewellary, handicrafts and the like. 
Expansion of exports from this sector will, however, 
depend on : 
(1) removal of production bottlenecks; 
(2) product development and improvement in quality; 
(3) modernisation of SSI units; 
(4) quality control in conformity with global markets; 
(5) marketing; 
(6) promotion of sub-contracting; 
(7) formation of export consortia and promotion council, 
and 
(8) reorientation of marketing division of SIDO. 
In short, the future prospects for exports from this 
sector will necessarily depend on price, quality, technology 
and marketing. Our prices will have to be competitive if we 
have to make a dent in international markets. Similarly, 
quality has to be upto the acceptable standards in the 
international markets. This also necessitates adoption of 
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modern technology and keeping abreast of the changes that 
take place. All these should also be matched with an 
efficient marketing network. 
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